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PREFACE

Since 1932, when the present author offered The Chain

Store—Boon or Bane? as his contribution on what was then

generally referred to as the "chain-store question," the chain

store has ceased to be a question.

The "question" about chain stores then was: "If chain stores

keep expanding at their present rate, how long will it be be-

fore the independent merchant is wiped out entirely?" And,

of course, that question implied another: "Is it in the public

interest for the independent merchant to be replaced by chain

stores?"

The main question has been answered by events. The
chains did not "keep expanding at their present rate." On the

contrary, subsequent events showed that the indications of

25 years ago rested on a false premise. The possibilities for

chain-store expansion were not unlimited. The rapid and spec-

tacular progress the chains made between 1920 and 1930

carried them to a certain point, but that apparently was as far

as they were destined to go. The competitive position the

chains had attained by 1930 was a substantial one, but since

then their main task has been to hold it.

Today the chain-store system is recognized as an estab-

lished feature of our distribution set-up and an extremely

valuable one. Its main economic function is to provide a type

of low-cost distribution designed to lower retail prices and

make more things available to more people. Its social func-

tion is to raise the general standard of living by stretching

the purchasing-power of the consumer's dollar. That it can

achieve both these functions to a marked degree without

ix



X PREFACE

eliminating the independent merchant the events of the last

twenty years clearly show. Indeed, the independent mer-

chant is not only just as strong numerically today as he was

back in 1929, when the "chain-store question" was beginning

to gain nationwide attention, and enjoying the same share of

the total retail business as he accounted for then, but he is

actually doing a much better job. The spur of competition

provided by the chains has proved his salvation rather than

his ruin.

The purpose of this book, then, is not to attempt again to

answer the "chain-store question," which has answered itself,

but to record the history of a movement which has meant and

means so much to our domestic economy.

The book naturally divides itself into three parts: (1) the

birth and growth of the system; (2) its struggle for self preser-

vation in the face of violent and sustained opposition; and

(3) its maturity.

Both the history of the chains and the so-called chain-

store problem have been well covered in several recognized

works. Particularly valuable were Chain Stores, by Hayward
& White, 1928; The Chain Store Problem, by Beckman &
Nolen, 1938; Chain Stores and Legislation, by Daniel Bloom-

field, 1939; and The Chain Store Tells Its Story, by John P.

Nichols, 1940. The only trouble with these books is that they

are all out of print, besides being to some extent out of date.

More recent works covering retailing or marketing in general

devote some space to the chain-store system, but obviously

the treatment is necessarily limited.

In undertaking the task involved in preparing this book the

author has been moved by a sense of responsibility based on

his own connection with the chain-store field since 1925 as

editor and one of the publishers of Chain Store Age. In that

capacity it was his privilege to know and to work with many
of the chain store leaders whose names appear in these pages

and to play a part in some of the events recorded. Much of

the data used herein is based on material gathered through
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the years and published in the pages of Chain Store Age or

preserved in its files.

For their cooperation in reading the manuscript, in whole

or in part, the author acknowledges his gratitude to John A.

Logan, president of the National Association of Food Chains;

John F. Deegan, National Marketing Director, Atlantic Com-
mission Co., Dr. Paul C. Olsen, assistant to the president of

the Limited Price Variety Stores Association; Mrs. Gladys M.

Kieman, executive secretary of the Institute of Distribution;

Rowland Jones, Jr., president of the American Retail Federa-

tion; Dr. Charles F. Phillips, president of Bates College; Don
Francisco, vice president of

J.
Walter Thompson Co.; E. W.

Simms, of White & Simms, formerly general counsel for the

Institute of Distribution; Arnold D. Friedman, president of

Lebhar-Friedman Publications, Inc., publisher of Chain Store

Age; and the following members of the editorial staff of that

publication: the late Frank E. Landau, editorial director;

Lawrence Drake, Ben Gordon and John G. Poulos. A special

acknowledgment goes to Samuel O. Kaylin, editor of the Ad-

ministration Edition of Chain Store Age, and to the author's

brother, Lionel M. Lebhar, for their assistance in preparing

the manuscript for the press and their wise suggestions in

regard to it.

If, in this effort to record the history of chain stores in

America, the author reveals a tendency to stress the virtues of

the chains and to minimize their shortcomings, no apology is

offered. Convinced as he is of the merits of the chain-store

system, social as well as economic, the author sees no reason

to conceal his convictions on that score.

Godfrey M. Lebhar

New York, December 1, 1951
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CHAPTER I

WHAT THE CHAIN-STORE

SYSTEM IS

Roughly speaking, this country has some 1,770,000

stores. They are of all kinds, types, sizes and grades.

At one end of the scale, we have the huge department

stores found in our big cities, each occupying a large, many-
storied building with thousands of square feet of selling space

on each floor, employing a veritable army of workers, draw-

ing customers from a wide area and doing many million

dollars worth of business a year.

At the other end of the scale, we have many hundreds

of thousands of small neighborhood stores, specializing in

particular lines of merchandise, occupying relatively small

space, having limited capital, employing few, if any, work-

ers and doing such a small volume of business that their

ability to stay in the picture for more than a few years is

highly questionable.

In between these two extremes, are several hundred thou-

sand well-established, efiBciently operated stores of all kinds

and types, occupying the best retail locations, adequately

capitalized, stocked and manned, and operating profitably

enough in most cases not only to insure their survival but

to provide for possible expansion.

Looking at our 1,770,000 stores from another angle—that
of ownership—they can be divided into two main groups, one
very large and the other correspondingly small.

The larger group, comprising more than 1,600,000 stores,

or 90 per cent of the total, are of the kind usually referred to as

3



4 CHAIN STORES IN AMERICA

independent stores. Their common characteristic is that each

is separately owned and self-operated. In other words, the

storekeeper is both the owner and the boss. He is referred to

as independent because he is responsible only to himself for

his policies, his methods and his results.

The smaller group, comprising 105,000 stores, or only 6 per

cent of the total, consists, for the most part, of stores classified

as chain stores.^ Their common characteristic is that each of

them belongs to a group of similar stores, which may be a

large group or a small one, and is operated by a hired manager
rather than by an individual owner. Unlike the independent

merchant, the manager of a chain store does not own it, he

does not set his own policies and he is definitely responsible

for his operating results to someone else—the individual or

company owning the chain.

These 105,000 chain stores are owned and operated by
approximately 7,500 different chain-store companies. Collec-

tively, they make up what may be conveniently designated

as the chain-store system of distribution.

Adding the number of independent stores to the number
of chain stores, as above described, does not quite make up
the 1,770,000 given as the total number of stores. The dif-

ference is accounted for by various miscellaneous types of

operation which the Census Bureau has preferred not to

classify under either of those designations.

From the fact that the chains operate only 6 per cent of the

total number of retail stores, it might be concluded that their

importance to our domestic economy must be correspondingly

negligible.

But that would be a mistake for two reasons.

In the first place, the chains account for a much larger per-

centage of the total dollar volume done by all retail stores than

their meager percentage of the total number of stores would

*The term "chain stores" is used here to include only companies wdth four or

more stores—the definition adopted by the U.S. Census Bureau in its original

Census of Distribution for 1929, and followed thereafter until its latest enumera-

tion, covering the year 1948. For fiurther details see p. 57 post.
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suggest. With only 6 per cent of the stores, they account for

some 23 per cent of the total retail volume.

Furthermore, even that figure of 23 per cent does not tell the

whole story of chain-store importance. For in some fields the

chains are naturally a more important factor than they are in

others. In those fields which lend themselves best to the chain-

store type of operation, the chains play a far more important

part than they do in retailing as a whole.

In the 5-and-lO-cent-store field (which will hereafter be re-

ferred to by its technical designation, the variety-store field)

in which the chains were the pioneers, they account today for

some 85 per cent of the total business; in the shoe-store field,

for 47.5 per cent; in the grocery field, where their development

has been most extensive in point of number of stores operated,

they account for some 39 per cent; while in the drug field, al-

though they operate only 7 per cent of the total number of

stores, they do approximately 23 per cent of the total drug-

store business.

In the second place, certain basic characteristics of the

chain-store type of operation have had a greater impact on the

retail business as a whole, and on our general economy, than

the number of their stores or the volume of their sales.

One of the outstanding characteristics of chain-store mer-

chandising, for instance, has been its emphasis on lower prices.

It has provided a competitive factor which other retailers

could not ignore. Thus, such price advantages as the chains

have been able to offer their own customers have benefited

their competitors' customers as well. For the lower prices or

better values offered by one retailer or one type of retailing are

bound to be reflected in the market more or less generally.

Prices may not be reduced to a common level as a result of

competition but the spread between the lowest and highest

prices is bound to be narrowed. To the extent that chain-

store pricing policies have tended to bring all prices down,
their impact on retailing has been far-reaching and significant.

But behind the chains' lower prices, of course, are the vari-
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ous operating and merchandising factors which make them
possible. Some of them are inherent in the chain-store type of

operation and are unavailable to single-store merchants. But

many of them can be adopted or adapted by any retailer.

Take, for instance, as an outstanding example of the latter, the

cash-and-carry method of operation—the elimination of credit

sales and delivery of merchandise from store to home. Al-

though the chains did not invent that idea, they did see in it an

effective means to lower prices, and they adopted it almost

universally. Chain stores and cash-and-carry became almost

synonymous terms. But the chains had no patent or monopoly

on the plan and all retailers were free to use it. To the extent,

however, that the cash-and-carry idea and other characteristic

chain-store methods and policies have not been followed by
the chains' competitors, the impact the chains have made on

distribution in general has been out of proportion to the num-
ber of their stores or their share of the total retail volume.

Having divided all retail stores into two groups, independ-

ents and chains, and having referred to certain operating and

merchandising features inherent in the chain-store system, the

question arises: What is the basic difference between the two

systems?

Broadly speaking, the chain-store system is nothing more

nor less than a method of distribution involving the use of more

than one retail outlet. That is a very rough and incomplete

definition of the chain-store system, but it really covers the

outstanding difference between the chain store, on the one

hand, and the single, or independent, store, on the other.

The biggest chain in the country today, and incidentally the

oldest, the Great Atlantic & Pacific Tea Company, with some

4,500 stores (at one time it had 15,700) and an annual vol-

ume in 1950 of $3,180,000,000, differs only in degree from the

newest infant in the chain-store family, which may operate

but two or three units, and they both differ from the independ-

ent store primarily because they transact their business not

through a single store, but through more than one.



WHAT THE CHAIN-STORE SYSTEM IS 7

In emphasizing the fact that the difference between the

chain store and the independent store is based fundamentally

on the number of units operated under one ownership and

control, there is no intention to minimize the importance of the

distinction. On the contrary, whatever advantages the chain-

store system may possess must be attributed directly to the

economies accruing from the operation of more than one unit

and the increase in the scope of operation thereby achieved,

while, on the other hand, whatever weaknesses are inherent in

the system are due almost exclusively to the special problems

involved in the operation of more than one unit.

Most of the advantages the chains enjoy may be traced di-

rectly to the fact that the business is conducted through more

than one unit because most of those advantages come from

volume, and the volume the chains are able to attain depends

mainly upon the number of stores they operate.

The fact that large volume may likewise be attained by a re-

tailer with a single store, and frequently is, does not weaken

the foregoing statement. For although, under a single roof, a

merchant may attain a very large volume, his possibilities in

that direction are nevertheless limited just so long as he con-

fines his operations to a single establishment.

Offhand, it might seem unnecessary to elaborate the point

that more volume is possible with two stores than with one,

but the truth of that statement may be so easily befogged by
reference to the stupendous business done in some instances

by single stores that it may be useful to look into the matter a

little further.

The truth of the matter is that while large volume is attain-

able in a single store, as has been demonstrated not only in the

case of our big department stores but, more recently, in the

grocery field with the advent of the supermarket, the maxi-

mum possibilities for volume can be secured only through the

operation of more than one store. But more important is the

fact that, while some single-store merchants do develop large

volume, the great majority remain pathetically small.
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The situation is clearly revealed in Chart I, covering the

year 1939. It shows that out of 1,647,160 independent stores,

943,533, or 57.3 per cent, did less than $10,000 a year, and an-

other 363,086, or 22 per cent, did between $10,000 and $20,-

000. The two groups combined, representing 79.3 per cent of

all independent stores, accounted for only 27.2 per cent of

total independent store sales.

Further evidence that independent stores are typically small

enterprises is revealed by the employment statistics in the re-

Independenf stores in 1939 by volume of soles

t% of total number of stores in opeiation)

Z.«3 /^ did more fhan $100,000 a year each

did $20,000 ^..^^^^^^^'^ \
to $99,999 X^^ \ \
ay^rea<hX}Q^27o\]

did $10,000

fo $19,999

a year each

did less than

$10,000 a
year each

Source-. U- S. Deportment of Commerce, Bureau of 'hs Census

tail trade in 1939. They show^ that no less than 753,293 stores,

or 42.6 per cent of the total, had no paid employes, and that

an additional .401,164 stores, or 22.6 per cent, had only one

employe, including those which had only part-time employes.

Still another 201,941 stores, or 11.4 per cent, had only two em-

ployes. Thus 76.6 per cent of all retail stores had less than three

employes, including the great majority, which had none at all.

Turning to the other end of the scale. Chart I shows that sin-

gle stores doing more than $100,000 a year were relatively few,

the group including only 41,620 stores, or 2.5 per cent of the

* Census of Business, 1939, Retail Trade, Vol. 1, p. 24.
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total. They accounted for 37.3 per cent of the total sales of all

independent stores.

Included in this group, of course, are most of our big depart-

ment stores, many of which do many millions of dollars worth

of business a year. But even the biggest of them is limited in

the amount of business it can do so long as it confines itself to

a single store.

This is well illustrated in the case of R. H. Macy & Co.'s

huge store on 34th Street and Sixth Avenue, New York.

In 1921, Macy's sales amounted to $46,000,000, a tremen-

dous volume to be attained under a single roof. Nevertheless,

year by year the volume increased until, in 1929, it reached a

record figure of $98,600,000. In that year, however, the com-

pany acquired Bamberger & Co., a Newark, N.J., department

store, and the following year the combined sales amounted to

$135,000,000. Of that total, Macy s contributed $99,000,000

and Bamberger's the balance.

Now it is quite true that the sales in Macy's 34th Street store

continued to grow on their own. By now, they may even ex-

ceed the combined sales of Macy's and Bamberger's in 1929,

for in 1946, "Macy's, New York," which included Macy's local

branch stores, had sales of $152,000,000. But the significant

point remains that, in 1930, the sales of the 34th Street store

alone amounted to only $99,000,000, whereas in combination

with the sales of the Newark store, they totalled $135,000,000.

No matter how much business Macy's was able to develop on
34th Street, it could never equal the volume of Macy's and
Bamberger's together.

The illustration is particularly in point because Newark is

sufiiciently close to New York to warrant the conclusion that

Macy's enjoyed a certain amount of Newark patronage before

it took over Bamberger's, and yet there was apparently an-

other $35,000,000 more to be had at that time only by the

acquisition of that store or another store of like capacity.

Incidentally, it should be pointed out that because of the

delivery system maintained by stores like Macy's and the mail-



10 CHAIN STORES IN AMERICA

order facilities they have at their command, their possibili-

ties for volume are not necessarily limited to their immediate

neighborhoods. Indeed, they seek and obtain a certain amount
of patronage from communities far removed from their natural

trading area. But despite their efforts and their success in that

direction, their real possibilities for volume seem nevertheless

to be limited largely to the business they can draw from their

own immediate vicinities.

Realization of this limitation in recent years led most of our

leading department stores to open suburban branch stores.

Macy's, today, operates not only a number of large stores

which it acquired, as it did Bamberger's, but also several

branch stores which it established in its own backyard, so to

speak—in Parkchester in The Bronx, Jamaica, L.I., Flatbush

in Brooklyn, and White Plains, N.Y.—because that was the

only way to capture millions of dollars of additional volume

which the "miracle" store on 34th Street could not hope to

draw.

Other New York department stores and specialty shops and
similar stores in other cities have followed the same general

pattern. The trend has usually been referred to as "decentrali-

zation." Traffic congestion and limited parking facilities in the

downtown areas, plus the tremendous growth in suburban

population, have undoubtedly been largely responsible for it.

Taking the store to the customer who can no longer shop con-

veniently at the main store may be as much a matter of hold-

ing existing volume as a means of achieving additional vol-

ume. In either event, however, the trend illustrates that even

our most successful stores recognize the limitations inherent in

any given location and attempt to overcome them by opening

branch stores.

If big stores like these, with their extensive delivery systems,

find themselves at a disadvantage with a single store, how
much more limited must be the chances of a merchant who re-

lies exclusively on his immediate neighborhood for all of his

business!
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Not only are the possibilities for volume at any single loca-

tion definitely limited, but the converse is also true: Once the

limitations incident to single-store operation are ehminated,

the volume attainable is dependent only on the number of

stores which can be successfully operated. The history of the

chains, comparatively short as it is, is replete with instances of

merchants who, once they realized the hmitations of single-

store operation, found that the road to unlimited volume pre-

sented practically no obstacles.

The experience of the
J.

C. Penney Company is typical of

the manner in which most of the chain-store companies, which

loom large in today's distribution set-up, came into being. As a

matter of fact, practically all chains, small as well as large,

started in precisely the same way, even though relatively few

achieved die same degree of success.

The first Penney store, which operated under the name of

the "Golden Rule," was established by James Cash Penney

and a couple of partners in Kemmerer, Wyo., in April, 1902.

It was a most insignificant 25x45-foot dry-goods store located

in a community hardly more promising. Certainly, from the

pictures of it which have been preserved, it gave no indica-

tions that it was to be the progenitor of the 1,600 outstanding

apparel and general-merchandise stores which dot the country

today. For his one-third interest in the store, Mr. Penney put

up $500 of his own money plus $1,500 which he was able to

borrow from a bank.

The sales the first year were approximately $29,000—indi-

cating that this first Penney unit was somewhat more success-

ful than the majority of single stores are today, particularly as

$29,000 in those days meant considerably more than it does

now.

In 1903, Mr. Penney and his partners opened a second es-

tablishment in another frontier community, and in that year

the combined volume of the incipient chain was $63,000.

Store No. 3 was opened in 1904. In 1907, Mr. Penney bought
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out his partners' interest in the three stores for $30,000, and he

was in business on his own.^

That same year, Mr. Penney took into his organization a

man who was later on to become the president of the company
and to direct its operations through many of its most success-

ful years—Earl C. Sams. How Mr. Sams came to get in touch

with Mr. Penney is best told in his own language.

"In 1907, 1 was operating, with the backing of some friends,

a store in my small native town of Simpson, Kans.," he said, in

the course of his testimony before a Congressional committee^

33 years later. "I was an independent merchant. . . . We op-

erated a good store to the best of our knowledge and I was

pretty much my own boss. However, I couldn't see any real

opportunity ahead. A livelihood—yes, perhaps—but not much
more. In looking around for a much bigger opportunity,

an employment agency told me about a man named
J.

C. Pen-

ney who had a store in the little coal camp of Kemmerer,

Wyo., and who had a vision of something beyond a single

small store. After some correspondence, I left Kansas and

joined Mr. Penney."

One of the things which attracted Mr. Sams to Mr. Penney,

he went on to say, "was the vision he had of more than one

store—maybe a dozen, maybe even 50, which might be

opened through the years and which would work together."

That vision of "even 50" stores may have seemed far oflF in

1907 but, as a matter of fact, it was realized sooner than either

Mr. Sams or Mr. Penney himself could ever have dreamed.

Within four years after Mr. Sams' decision to throw in his lot

with Mr. Penney, the company had 22 stores in operation and

the sales passed the $1,000,000 mark! By 1914, the vision of

"even 50" stores was actually achieved. That year the 71st

store was opened and the company's sales totalled $3,600,000.

A particularly interesting milestone in the company's prog-

•Nonnan Beasley, Main Street Merchant (New York: McGraw-Hill Book Co.,

1948).
* Hearing on Patman Bill, 76th Congress, 3rd Session, Vol. 1, p. 559.
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ress, however, is the fact that its sales in 1921, when it had 312

stores, amounted to $46,000,000. Both the year and the

amount are significant because it happens that Macy's sales

that very same year hit the very same level. The significance

hes in the fact that, whereas the department store, operating

under a single roof, had required 63 years to reach that point

Table 1

GROWTH OF
J.

C. PENNEY COMPANY, 1902-1950

YEAH STORES SALES YEAR STORES SALES

1902 1 $ 28,898 1927 892 $151,957,865
1903 1 63,523 1928 1,023 176,698,989
1904 2 94,165 1929 1,395 209,690,418
1905 2 97,654 1930 1,452 192,943,765
1906 2 127,128 1931 1,459 173,705,095
1907 2 166,314 1932 1,473 155,271,981
1908 4 218,432 1933 1,466 178,773,965
1909 6 310,062 1934 1,474 212,053,361
1910 14 662,331 1935 1,481 225,936,101
1911 22 1,183,280 1936 1,496 258,322,479
1912 34 2,050,642 1937 1,523 275,375,137
1913 48 2,637,294 1938 1,539 257,963,946
1914 71 3,560,294 1939 1,554 282,133,934
1915 86 4,825,072 1940 1,586 304,539,325
1916 127 8,428,144 1941 1,605 377,571,711
1917 177 14,881,203 1942 1,611 490,295,173
1918 197 31,338,104 1943 1,610 489,888,091
1919 197 28,783,956 1944 1,608 535,362,894
1920 312 42,846,009 1945 1,602 549,149,148
1921 313 46,641,928 1946 1,601 676,584,135
1922 371 49,035,729 1947 1,601 775,889,615
1923 475 62,188,979 1948 1,601 885,203,023
1924 569 74,261,343 1949 1,609 880,192,488
1925 674 91,062,616 1950 1,612 949,729,400
1926 747 115,683,023

(Macy's was established in 1858) the chain-store company,
operating under a number of separate roofs scattered over a

wide area in communities far smaller than New York, had
reached the same point in only nineteen years.

The progress of the chain from that time on is revealed in

Table 1, which gives the number of stores and the annual sales

in each year from 1902 to 1950.
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The growth of the
J.

C. Penney Company from a single store

in 1902, with sales of $29,000, to a chain of 1,612 stores in

1950, with sales just short of $1 billion, amazing as it is, was

the outcome of no magic formula, no secret process, no patent

or monopoly, no unusual opportunity which was not available

to any otiier single-store merchant in 1902, or at any other time

before or since. Of course, the idea of operating more than one

store did not even originate with Mr. Penney. On the contrary,

the Great Atlantic & Pacific Tea Co. had been in operation for

more than 40 years, Jones Brothers Tea Co. (later to become
Grand Union Co. ) for 30 years, and the F. W. Woolworth Co.

for more than twenty years, when Mr. Penney opened his first

store, while at least a score of other chains had preceded him.

But, what is more to the point, thousands of single-store

merchants have followed the identical path which Mr. Penney

and his predecessors trod and have likewise developed highly

successful chains in a number of diflFerent fields of retail

activity.

Full-length books have been written about the chains built

by Frank Woolworth,
J.

C. Penney, Louis K. Liggett and Sears,

Roebuck.^ Hundreds of other chains have been the subjects

of success stories in leading magazines and business papers.

But the fact is that a human-interest story lies behind practi-

cally every one of the 7,500 chains now in existence. Only the

limitations of space and the fact that all the stories follow the

same basic pattern, differing only in details, prevent their in-

clusion in these pages. Inspiring and useful as these success

stories are, too many of them in this volume would make mo-

notonous reading.

However, two of them which were told by the author more

than twenty years ago in the course of an address on "Oppor-

' John K. Winkler, Five and Ten (New York: McBride, 1940); Norman Beasley,

op. cit.; Samuel Merwin, Rise and Fight Againe (New York, Boni & Co., 1935);

Emmet & Jeuck, Catalogs and Counters (Chicago; University of Chicago Press,

1950); see also case histories of many chains in Chain Store Age (all editions),

June, 1950.
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tunity in the Chain Store Field" * may be told again if only for

the purpose of bringing them up to date.

The first involved the history of the Badger Paint & Hard-

ware Stores, of Milwaukee, which was then only ten years old.

In 1918, Robert Jacobi opened a paint store. He had no idea

of starting a chain at the time. All he saw was the possibility

for a paint store that would be different from the general run.

In the first place, he decided to paint his store attractively so

that the store itself would be a standing advertisement of the

virtue of paint. In the second place he decided to go aggres-

sively after business instead of waiting for it to come to him.

Although his entire capital was only $1,400, he spent $900

of it the very first month for advertising. The attractive ap-

pearance of the store, the energy its proprietor put into the

management of it, the advertising effort, all combined to make
the store successful. The first year's sales were $23,000. The
greatest single item of expense was advertising.

Then the big idea came to this single-store merchant. The
advertising he was doing would work just as well for two stores

as it would for one, so that, in effect, this heavy item of cost

would be cut in two.

He opened a second store. Sales for the two stores were

$50,000. His operating expenses were substantially reduced

proportionately because some of them, like advertising, were

shared by the two stores instead of being carried entirely by
one.

The following year, out of profits, he opened a third store.

Then he began to realize some of the additional benefits the

operation of more than one store makes possible. He found

that his buying power had increased and, by buying in larger

quantities, he paid less for his merchandise.

From that time on his progress was rapid. By 1928, he had
his own paint factory, was operating nearly 50 stores, and his

•Delivered before Retail Clothiers and Furnishers Associations of New York,

New Jersey and Pennsylvania, Hotel Ambassador, Atlantic City, February 22, 1928.
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sales were in excess of $1,000,000. He was planning then to

open a chain of hardware stores. That was in 1928.

What was the sequel of that story? Where does the chain

stand today? According to the company's report for 1949, the

Badger Paint & Hardware chain was operating 117 stores, and
sales totalled $4,500,000. Included in the assets of the com-
pany, which had started in 1918 with a capital of $1,400, were

land and buildings valued at more than $1,000,000.

The other story related to an independent merchant in

another field—a druggist in Chicago. Back in 1909, when he

was 36 years old, this druggist was operating a small store

which he had bought from his employer in 1901, and he was
just about making both ends meet. That year he got a chance

to buy a second store from another former employer. To raise

the money for the down payment, he would have to sell a half-

interest in the store he had. His friends advised him against it.

"Chicago has too many drug stores already," they warned.

"Why buck the tide?"

"Chicago may have too many drug stores," he replied, "but

it hasn't enough Walgreen drug stores!"

For the independent druggist in question was the late

Charles Walgreen, and his purchase of a second store in 1909

against his friends' advice marked the beginning of the Wal-
green chain of drug stores which, in 1928, at the time of the

address in question, had 170 stores in operation and was doing

more than $20,000,000 a year. The independent druggist of

nineteen years earlier had become the president of the second

largest drug chain in the country.

What happened is told in detail in a special issue of the Wal-
green Pepper Pod, June, 1951, the company's house organ—
the 50th anniversary issue.

In 1911, a third store was opened, in 1913 a fourth, and by
1916, seven Walgreen stores, each separately incorporated,

were in operation. That year the separate corporations were

merged to form the present Walgreen Company. Its growth

from 1920 to 1950 is shovm in Table 2.
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In 1939, Charles Walgreen died and his son Charles Wal-

green, Jr., took over as president. The chain has gained con-

sistently under his direction, not only in number of stores and

in the volume of its sales, but in leadership in its field and in

the pharmaceutical profession. Its stores, today, number 410,

with annual sales in 1950 of $164,000,000, including its sales

to several hundred agency stores—independent drug stores

which serve as Walgreen agencies for the company's own

Table 2

WALGREEN CO. GROWTH, 1920-1950

SALES sales
YEAR STORES (millions) YEAR stores (millions)

1920 19 $ 2.2 1936 496 $ 61.8

1921 19 1.6 1937 505 67.9

1922 23 2.5 1938 508 67.7

1923 36 3.6 1939 494 70.7

1924 50 5.6 1940 489 74.3

1925 69 9.3 1941 487 82.5

1926 96 13.5 1942 480 95.3

1927 135 21. 1943 460 112.2

1928 232 31.4 1944 442 120.

1929 397 46.6 1945 427 119.

1930 419 39.1* 1946 412 140.7

1931 447 54. 1947 410 154.5

1932 470 47.6 1948 413 163.2

1933 470 46. 1949 414 163.4

1934 483 53.6 1950 410 163.4

1935 501 58.1

• For 9 months only

products and use also the facihties Walgreen has for supplying

them with many other items.

The founder of Walgreen Company was a typical single-

store druggist when the opportunity came to him to acquire a

second store. After that he made his own opportunities. He en-

joyed no advantage over his fellow independent druggists

except, perhaps, a livelier imagination and a greater ambition.

These were apparently enough to lay the foundation for what
was to become the biggest drug chain in the country.

That most chains started with modest capital and financed
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their early expansion entirely out of earnings is not only a fact

but was more or less inevitable. Until they had demonstrated

their ability to operate a chain of stores profitably over a num-
ber of years, their chance of attracting outside capital would
obviously have been slim/ The first public financing for the

Woolworth Company did not come until 1912.^
J.

C. Penney
Company financed itself until it had 197 stores and sales of

$21,000,000; the S. S. Kresge Co. until it had 66 stores and sales

of $7,900,000; and McCrory Stores Corporation until it had
113 stores and sales of $4,900,000.

In the shoe field, the present Melville Shoe Corporation,

which was founded by Frank Melville, Jr., in 1892, was fi-

nanced out of earnings for the first 24 years of its existence.

Not until 1916, when the present corporation came into exist-

ence, was outside capital sought. The G. R. Kinney Company,
founded in 1894, followed a similar course. It was incorpo-

rated in 1917, but the stock was closely held. Not until 1923,

by which time the company had 152 stores in operation and
shoe factories of its own and sales of $14,000,000, was any
common stock offered publicly.

That has been the almost universal formula responsible for

the chain-store system today. Not all the chains it has pro-

duced have grown to the point where public financing was
either feasible or desired. The fact is that the great majority of

the chains which comprise the system are extremely small

compared with A&P, the Woolworth Co.,
J.

C. Penney Co.,

Rexall Drug Co., Walgreen's, Melville Shoe Corporation and
other leaders in their respective fields.

On the other hand, in between the top-flight companies and
the smaller ones are thousands of regional and local companies

each operating ten stores or more and doing an annual busi-

ness running well into the millions in most cases.

But, large or small, national, regional or local, these com-

'Luigi Criscuolo, "Financing the Chain," Chain Store Age, June, 1925, p. 13.

• Five and Ten, note 5 fupra.
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panics collectively make the chain-store system. Almost with-

out exception they have three basic points in common:
1. They started as single-store merchants.

2. None of them was content to remain a single-store mer-

chant.

3. By escaping the limitations of single-store operation, they

were able to develop a volume of sales which, judging from

the experience of most single-store merchants, they would
have secured in no other way.



CHAPTER II

THE BIRTH OF THE SYSTEM

Chain-store history conveniently divides itself into

three periods:

1. 1859-1900, the period in which the pioneers in several

important chain-store fields got their start and had their early

development. il

2. 1900-1930, the period in which the chain-store idea

captured the imagination of many alert retailers, brought hun-

dreds of new chains into existence and witnes$ed the expan-

sion of the system at such a rapid rate and on such, a conspicu-

ous scale as to threaten its destruction. 1

3. Since 1930, the period in which the systeii had to fight

for its very existence but emerged the stronger i^r its experi-

ence and better equipped to fill its particular nic^e in the dis-

tribution set-up on a sound and abiding basis.

That the chain-store idea had its beginnings, o4a sort, long

before 1859, the year A&P was founded, is beyoM question.

John P. Nichols, in his outstanding book on chain stores,^ re-

fers to a chain of stores operating in China 200 years before

Christ, a chain of drug stores founded in Japan in 1643, mer-

cantile operations of a chain-store character carried on by the

Fugger family in Germany and the Merchant Adventurers in

England, the chain of outposts developed in Canada by the

Hudson's Bay Company, chartered in 1670, and the fact that

our own Andrew Jackson at one time owned a small chain of

retail stores in Tennnessee. And, no doubt, many another early

American merchant might have qualified as a pioneer chain-

'John P. Nichols, The Chain Store Tells Its Story (Institute of Distribution,

1940), p. 13.

20
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store operator by reason of the fact that he had a second, a

third or even a fourth store.

Nevertheless, the date of the founding of the A&P is chosen

as the take-oflF point for this record of chain stores in America

because all the chains w^hich have helped in any way to make

the system what it is today came into being within A&P's

lifetime.

A&P had its beginnings in a small store on Vesey Street,

New York, opened in 1859 by George F. Gilman and George

Huntington Hartford. It was not a grocery store and it did not

have the name Great Atlantic & Pacific Tea Co. Whether the

founders at that time had any idea that they would ever have

more than one store may be doubted, for the success of their

first store was by no means assured. The only idea they had

then was to make tea available to the public at much below

the prevailing price by simply importing tea direct from China

and Japan and cutting out some of the middlemen's costs and

profits.

However, the Gilman & Hartford venture on Vesey Street

did prove so successful that before very long they opened a

second store. By 1865, they had no less than 25 stores in opera-

tion and had assumed the name of the Great American Tea

Company. By that time they were so well established and so

sure of their ground that they decided to add a line of gro-

ceries, figuring that if they could sell tea at reduced prices,

they could sell other items at reduced prices also.

It was not until 1869 that the name Great Atlantic & Pacific

Tea Company was adopted. By that time the company had be-

gun to spread westward and undoubtedly felt that a more
comprehensive title would reflect the scope of its operations

more clearly.

In 1878, Mr. Gilman retired and Mr. Hartford was left to

carry on alone until two of his sons, George L. and John A.,

were old enough to join him, the former in 1880 and the latter

in 1888."

' Time, November 13, 1950, p. 93.
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A&P's 100th store was opened in 1880. Considering that the

company was then 21 years old, its rate of expansion, although

rapid enough, no doubt, for those days, had been at a snail's

pace compared with what was to happen later on. One hun-

dred stores in 21 years! A time was to come when A&P was to

open as many as that in two weeks—to open an average of 50

stores a week for a whole year!

Even twenty years later, at the turn of the century, A&P was

still operating less than 200 stores, although by 1900 the com-

pany was 41 years old.

Turning for a moment from A6dP, a number of other grocery

chains came into existence during that period, to say nothing

of the appearance of the first Woolworth store, in 1879, and

the early development of the Woolworth chain and other

chains in the 5-and-lO-cent-store field, of which more will be

said later.

In the grocery field, the year 1872 saw the organization of

its second oldest chain—Jones Brothers Tea Co., of Brooklyn,

which was later to become the successful Grand Union Com-
pany of today.

Ten years later, in 1882, was sown the seed of the present

Kroger Company, the second largest grocery chain today in

number of stores and the third largest in volume of sales.

That year, B. H. Kroger, of Cincinnati, 22 years old, with a

couple of years of experience as a grocery clerk, opened a store

under the name of Great Western Tea Company. It made a

profit the very first year and, before very long, a second store

was opened and the combined profits made a third store pos-

sible. But, although the rate of expansion was necessarily slow,

by 1891 the Great Western Tea Co. had seven stores and by

1902, it had 36. That year it became the Kroger Grocery &
Baking Company. Its growth thereafter was more rapid. In-

deed, the day was to come when it would have more than

5,000 stores. Today, as a result of the trend toward fewer but

larger stores, Kroger operates just over 2,000 stores, but its

sales in 1950 totalled $861,000,000.
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Another food chain estabhshed the same year as Kroger,

James Butler Grocery Co., of New York, followed a di£Ferent

course. Although it developed successfully for many years up

to the point where it was operating more than 500 stores in the

metropolitan area, its owners decided in 1936 to retire from

the field. Some of the stores were sold to their managers. The

remainder were liquidated.

Five other food chains of that period, operating in the Phila-

delphia area, which were later to be merged and to become

the American Stores Co., one of the five leading food chains

today, were:

Founded
Childs Grocery Co. . : 1883

Acme Tea Co 1887

Geo. M. Dunlap Co 1888

The Bell Company 1890

Robinson & Crawford 1891

Two other New York chains which were to retain their iden-

tities all through the years and which are operating today at

peak efficiency are the H. C. Bohack Company of Brooklyn

and Gristede Bros., of New York.

The former goes back to 1887, when H. C. Bohack opened

his first store and, following the traditional pattern, opened

store after store until eventually they spread all through Long
Island. Today, the company operates 277 stores, including

105 supermarkets, and its sales in 1950 exceeded $96,000,000.

The Gristede Bros, story goes back to 1891, when two

brothers, Charles and Diedrich Gristede, who had both

worked as grocery clerks, decided to open a store of their own.

Their obvious determination to please their customers and

make a success of their business, the long hours they put into

their self-bossed jobs, made their first store a sure-fire success.

They were the kind of men who would have made a success

in the grocery business even with a single store.

As it was, however, they were not content to remain on that
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basis, and they opened a second store and, although their

subsequent expansion proceeded always at a slow pace, the

company today operates 137 stores in the metropolitan area.

Incidentally, the chain has always specialized in a more com-

plete range of groceries and delicacies than the typical grocery

chain was accustomed to stock, and it has also the distinction

of being one of the very few food chains in the whole country

which never adopted the cash-and-carry principle.

One of the most successful regional chains. First National

Stores, which operates only in New England and New York,

was not actually organized until 1926, when it came into being

as a result of the merger of three existing chains, the Ginter

Co., John T. Connor Co. and O'KeeflFe Company, all of Boston.

Because the Ginter Co. was established in 1895, First Nation-

al's roots go back to the period under consideration.

Two odier extremely successful chains in today's picture

came into existence just before the end of the 19th Century,

both being founded in 1899. National Tea Co. and Jewel Tea

Company both got their starts in Chicago and, although the

latter did not operate retail stores for many years, confining its

activities exclusively to the operation of wagon routes, it later

acquired the Loblaw grocery chain of Chicago and has de-

veloped it into one of the most efficient operations in the whole

field.

National Tea Co. now operates more than 600 stores, in Illi-

nois, Indiana and Minnesota, and its sales in 1950 totalled

$315,000,000. Jewel Tea Company, with 154 stores and 2,046

service routes, had sales in 1950 of $188,000,000.

Many local food chains in operation today in various parts

of the country likewise had their beginnings back in the pe-

riod under consideration, but no attempt has been made to

list them all. Typical of the group are Henke & Pillot, Houston,

Tex., founded in 1872; Ralph's Grocery Co., Los Angeles,

founded in 1873; Daniel Grocer Co., Murphysboro, 111.,

founded in 1882; Fred W. Albrecht Co., Akron, Ohio, founded

in 1891; and Standard Grocery Co. (now owned by National
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Tea Co.), Indianapolis, founded in 1897 by Lafayette Jack-

son, who was to figure as plaintiff some 30 years later in a case

which made chain-store history.

Returning now to A&P for a resumption of the account of

that company's progress through the years, its real expansion

program did not get under way until 1912. Then, as a result of

a successful experiment with a new type of store suggested by

John A. Hartford,^ a decision was made to open as many of

them as possible as rapidly as they could be established.

These new stores, called "economy stores," were designed

to sell groceries as cheap as possible by the simple device of

selling on a cash-and-carry basis instead of making deliveries

and extending credit, as A&P had done up to that time in com-

mon with other grocers.

Furthermore, the new stores were to be small, low-rent,

one-man affairs, with modest fixtures, all making for low oper-

ating costs, and were to be satisfied with a minimum of profit.

Increased volume was to be depended upon to make up for the

low profit rate.

The first economy stores proved so successful that A&P de-

cided to open them wherever they could be established with a

reasonable prospect of success—which, because of their low

prices, meant practically anywhere and everywhere. The

500th A&P store was opened in 1913 and the company had

585 in operation by the end of that year. In the next two years

it opened some 1,600 more and, by the end of 1919, it had no

less than 4,200!

But that was only the beginning of an expansion program

which was to add nearly 10,000 stores in the next six years,

the company having 14,000 stores in operation by the end of

1925. From that point, further expansion at a slower rate car-

ried the chain to its peak of 15,700 in 1930, as is shown in

Chart 11.

What happened after that to reduce the number of A&P
stores to its present level of approximately 4,500 stores—the

He died September 20, 1951,



o
in

T
8

q:

0)

£

z

o

o
g

i

"^

^̂
^^N

I
•\

/

yV
\

'

1

J
r

S '

$3,000 $2,500 $2,000 $1,500 $1,000

$500 '^
8( ^

i i



THE BIRTH OF THE SYSTEM 27

same number in operation 25 years ago—were two radical

changes affecting the grocery trade in general. Each of them,

in turn, established a trend toward bigger grocery stores. The
first, which developed slowly between 1920 and 1925 but

made rapid progress thereafter, introduced the combination

store—a service store which handled fresh meats and a wide

range of fresh fruits and vegetables as well as groceries. These

combination stores were typically twice the size of the straight

grocery stores which they began to replace. Then, in the early

'30s, came the second and more revolutionary change—the

introduction of the epoch-making supermarket.

This newcomer was much bigger than the largest combina-

tion stores and, of course, it was four or five times bigger than

the traditional straight grocery stores which had previously

constituted the retail grocery field. Besides being bigger, it

presented many new operating and merchandising features.

In the first place, it was operated on a self-service basis, so

far, at least, as the grocery department was concerned.^ Sec-

ondly, it featured huge displays of groceries of all kinds as well

as fresh meats and fruits and vegetables. Some of the early

versions of the supermarket carried many other lines as well,

* The supermarkets did not originate self-service. This revolutionary idea in food

retailing was the brain-child of the inventive mind of Clarence Saunders, of Mem-
phis. He made it the basis of an entirely new type of grocery store which he in-

troduced, in 1916, under the intriguing name of Piggly Wiggly. The special lay-out

of the Piggly Wiggly store required customers to pass through a turnstile and then

follow a more or less prescribed path exposing them to the appeal of aU the mer-

chandise displayed on the shelving. The idea was so successful that the company
was able to sell franchises to thousands of others who wanted to adopt it and op-

erate under the Piggly Wiggly name. Many of the leading chains, including Safe-

way, Kroger, National Tea and Colonial, operated Piggly Wiggly stores in certain

areas for many years before they converted their own stores to self-service. The two
basic features of the Piggly Wiggly idea—specially designed self-service stores and
the franchise arrangement—were likewise employed by other companies. One of

the most successful was Jitney Jungle, of Jackson, Miss. The original Piggly Wiggly
stores were no bigger than the typical grocery store of the period but, with the

trend toward bigger stores, Piggly Wiggly stores of supermarket dimensions natu-

rally evolved. That these original self-service stores laid the foundation for the

modern supermarket would seem to be beyond question. The Piggly Wiggly Cor-

poration, Jacksonville, Fla., is servicing today some 2,000 Piggly Wiggly stores of

all sizes, many of them being operated by extremely successful regional chains.
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having no relation to the grocery business—clothing, shoes,

furniture, for example—which were sold in departments op-

erated by concessionaires. But the later development of the

supermarket followed a more conservative pattern. Finally,

and probably most significant, everything was featured at ag-

gressively low prices made possible by the economies flowing

from the self-service set-up and the advantages inherent in

large volume.

Although the first supermarkets were established by inde-

pendents for the most part, the chains eventually recognized

their basic advantages and possibilities and decided that the

only thing to do was to build supermarkets themselves. Some
chains acted faster than others but, by 1937, most of the lead-

ing food chains, including A&P, were building supermarkets as

fast as they could find suitable locations—and closing up

three or four of their existing smaller units to make way for

each of the supermarkets they established.

The net result of this trend toward bigger stores in the

case of A&P was, as has been pointed out, to reduce the num-
ber of its stores from 14,700 at the beginning of 1937 to some

4,500 today. But, because this apparent elimination of 10,000

stores actually reflected the elimination of even a greater num-
ber of small stores, approximately 13,000, and their replace-

ment by some 3,000 supermarkets, the conversion was ac-

companied by no loss of volume. On the contrary, whereas

in 1936, before A&P embarked on its supermarket program,

the 14,700 stores in operation at the end of the year had pro-

duced sales of $889 millions, in the fiscal year ending Febru-

ary 28, 1951, A&P's reduced flock of 4,500 stores, thanks to

the supermarkets, ran up the unparalleled total in any retail

enterprise of $3,179,792,146!

True enough, this huge increase of sales in this fifteen-year

period, amounting to 237%, was accounted for partly by the

change in the dollar's value. The main reason for it, however,

was an actual increase in unit sales which reflected the

greatly increased capacity of the modern supermarket com-
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pared with that of the typical grocery store which it replaced.

The fact is that the type of supermarket A&P and other food

chains are operating today does anywhere from five to twenty

times as much business as their average store contributed

fifteen years ago.

A&P's modern supermarkets are indeed a far cry from the

"economy stores" with which the company embarked on its

cash-and-carry, minimum-profit, low-price policy back in

1912, but the goal is still the same. Furthermore, the operating

economies made possible by the introduction of self-service

and the tremendous increase in volume per store are sub-

stantially greater than those achieved when the cash-and-

carry idea was first adopted.

In the 91st year of its existence, A&P not only distributed

$3 billions worth of groceries but distributed them at a lower

cost than at any previous time in its history.

Another single-store venture which was destined not only

to develop into a huge chain but was to provide the inspira-

tion and the pattern for an entirely new field in retail mer-

chandising was the 5-and-lO-cent store started by Frank W.
Woolworth in Lancaster, Pa., in 1879.^

While a clerk in a Watertown, N.Y., dry-goods store, young

Woolworth had had an experience which impressed him

deeply. A table of miscellaneous smallwares over which he

had placed a sign: "Anything on this table, 5f' was almost

cleared the first day. It convinced young Woolworth that a

whole store devoted exclusively to 5-cent items would prove

equally successful. He determined to try it out.

With $300 worth of merchandise, which he obtained on

credit from his former boss, and his own meager savings, he

opened a store in Utica, N.Y.

The store did fairly well for a few months but then the

novelty wore off. The young pioneer, still convinced that the

idea was basically sound, decided to close up shop, clear up

his debts and try his luck elsewhere.

" See Five and Ten, supra; and the company's own booklets.
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Having heard from a friend that Lancaster, Pa., was an up-

and-coming town, he made a trip there to look the place over.

He found what he thought he wanted in a vacant 14x35-foot

store on North Queen Street, and rented it. With the re-

mainder of his stock from the Utica store and additional

merchandise which he obtained on credit from his former

employer, the new store opened for business June 21, 1879.

Writing to his father the following day, young Wool-

worth reported enthusiastically that his first day's sales had

amounted to $127.65—"the most I ever sold in one day!" As he

had had an opening stock costing only $410, his enthusiasm

would seem to have been justified.

At any rate, he was apparently so confident of success that

in that very letter he added: "I think some of starting a branch

store in Harrisburg, Pa., and putting Sum [his brother Charles

Sumner Woolworth] in it."

The Harrisburg store, a 12xl6-foot affair, was indeed

opened the following month, but although it survived longer

than the first Utica venture, the following March it, too, folded

up.

A fourth store was tried out in York, Pa., opening April 3,

1880, but it, too, failed to turn the comer. It was closed June

30.

That fall, however, the fifth store, opened in Scranton, Pa.,

proved to be the second successful venture. The combined

sales of the Lancaster and Scranton stores in 1881 amounted

to $18,000. The following year they increased to $24,125.

By that time, Woolworth was convinced that the 5-and-lO-

cent-store idea was basically sound, provided you found the

right locations. He was also convinced, however, that the

possibilities of a single store of that kind were definitely

limited—that real success would require a number of such

stores. Only in that way would purchases be big enough to

command the most favorable prices, and thus extend the

range of items which could be sold profitably at 5 cents or

10 cent§,
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Nevertheless, expansion in those early years proceeded

slowly. To find promising locations was only one of the prob-

lems. To train or to find trustworthy men to manage them,

either as employes or partners, took even more time. Partners

with capital to invest were particularly desirable at that stage

of Mr. Woolworth's progress and he was lucky enough to find

several of them.

By 1886, he had seven stores in operation. His sales totalled

$100,000. But it was not until 1895, by which time he had 25

stores, that his year's sales passed the $1,000,000 mark. His

first venture in New York City was a store on 6th Avenue and

17th Street, opened in October, 1897.

By the turn of the century only 59 Woolworth stores were

in operation, but they were all flourishing. Their total sales

exceeded $5,000,000. A few years later, expansion was acceler-

ated by the purchase in 1904 of 21 stores in the middlewest,

twelve in Pennsylvania and four in Massachusetts from vari-

ous operators.

For, almost from the start, Woolworth's success with this

new type of store had attracted the attention of others and

tempted them to try it themselves. As early as 1881, John G.

McCrory had opened his first store in Scottdale, Pa.—the fore-

runner of a chain which was to grow with the years and which

today, as McCrory Stores Corporation, operates more than 200

stores and ranks among the first ten chains in the variety store

field.

Back in 1900, McCrory had twenty stores, S. H. Kress &
Co., whose first store had been opened in Memphis in 1896,

had eleven, while S. S. Kresge Company, which was destined

to become the second largest variety chain, was still operating

its first store, which it had acquired in 1899. A couple of years

earlier, Mr. Kresge had gone into partnership with Mr. Mc-
Crory with respect to two stores, one in Memphis and the

other in Detroit. Then they had decided to travel their sep-

arate ways and Mr. McCrory took over the Memphis store

while Mr. Kresge became the sole owner of the Detroit store.
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Today the Kresge Company operates 697 stores and its sales

in 1950 totalled $296 millions, making it second to Woolworth

both in number of stores and sales.

S. H. Kress & Co., successful right from the start, expanded

gradually through the years until today it stands fourth in its

field in sales, with $162 millions in 1950, and fifth in number
of stores, with 259.

Up to 1905, Mr. Woolworth was the sole owner of all the

stores which operated under his name alone. In addition, he

had an interest in a number of other stores which he had

started in partnership with others and which invariably bore

the joint names of the partners. In 1905, he decided, for rea-

sons of prudence, to incorporate the stores which he owned
outright, and F. W. Woolworth & Co. was the result. All the

stock, both preferred and common, was held by Mr. Wool-

worth and his friends.

By 1911, F. W. Woolworth & Co. had 318 stores, but some

of his former associates had come along too. S. H. Knox & Co.,

Buffalo, N.Y., for instance, had 112 stores; F. M. Kirby & Co.,

Wilkes-Barre, Pa., 96; and E. P. Charlton & Co., Fall River,

Mass., 53.

Why not a merger? That possibility was seriously discussed

by the respective owners of the companies in question, all of

whom knew and respected each other, and by the end of that

year the union was effected.

The new company was the present F. W. Woolworth Com-
pany. It was made up as follows

:

Company Stores

F. W. Woolworth & Co 318

S. H. Knox & Co 112

F. M. Kirby & Co 96

E. P. Charlton & Co 53

C. S. Woolworth 15

W. H. Moore 2

596
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C. S. Woolworth was Frank's brother. Who was W. H.

Moore? And why did his two stores figure in the big merger?

WilHam H. Moore was the man who had given young Wool-

worth his first job as a clerk in the dry-goods store he ran in

Watertown, N.Y. There it was that Woolworth had learned all

he knew about the dry-goods business and where, indeed, he

had picked up the idea of running a store devoted exclusively

to 5-and-lO-cent items. What is more to the point, it was Mr.

Moore who had given his ambitious young clerk the goods

with which to stock his first unsuccessful venture in Utica and

his second store, which took root.

Six years later, by which time Woolworth had five success-

ful stores in operation, he learned that his old boss was in

diflBculties and about to go into bankruptcy. He promptly

went to his benefactor's rescue by establishing him in a new
business—a 5-and-lO-cent store! And where did he locate it?

In the very store where the idea of a 5-and-lO-cent store had

first occurred to him. At the time of the merger, Mr. Moore
had two 5-and-lO's in operation.

The inclusion of those two stores in the $65,000,000 merger

could not have been much of an inducement to the investing

public which was given an opportunity to invest in the stock

of the new company,^ but to Mr. Woolworth it meant a whole

lot. It meant that he had not forgotten his indebtedness to the

man who had made the whole thing possible.

The amazing progress of the Woolworth company from 1912

to date, as revealed in Table 3, is actually only part of the

story. It covers only the Woolworth operations in the United

States, Canada and Cuba. But Mr. Woolworth established a

chain in England, also, and it, too, has been very successful.

The British Woolworth Co.-F. W. Woolworth & Co. Ltd.~

dates back to 1909, when Mr. Woolworth and some of his

'The company was capitalized at $65,000,000, consisting of $15,000,000 pre-

ferred stock, representing the value of the physical assets, and $50,000,000 of

common stock, representing the value of the good will and future possibilities. See

Five and Ten, supra, pp. 162 et seq.
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younger executives went over to England for the express pur-

pose of starting a similar chain there. For their first store they

selected a site in Liverpool, organized the British company,

and within a very few months had the company well on its

way towards duplicating the performance of the American

company. Within a year, six stores were in operation. By the

date of the American merger, the British company had 28

stores. They were known as "3d-and-6d" shops—three pence

Table 3

GROWTH OF F. W. WOOLWORTH CO.
BY STORES AND SALES, 1911-1950

YEAR STORES SALJSS YEAR STORES SALES

1911 596 $ 52,616,000

1912
1913
1914
1915
1916
1917
1918
1919
1920
1921
1922
1923
1924
1925
1926
1927
1928
1929
1930

631
684
737
805
920

1,000

1,039

1,081

1,111

1,137

1,176

1,260

1,356

1,423

1,480

1,581

1,725

1,825

1.881

60,558,000

66,228,000

69,620,000

75,996,000

87,089,000

98,103,000

107,179,000

119,496,000

140,919,000

147,655,000

167,319,000

193,447,000

215,501,000

239,033,000

253,645,000

272,754,000

287,319,000

303,047,000

289,289,000

1931 1,903 $282,670,000
1932 1,932 249,893,000

1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950

1,941

1,957

1,980

1,998

2,010

2,015

2,021

2,027

2,023

2,015

2,008

2,004

1,971

1,958

1,945

1,944

1,938

1,936

250,517,000

270,685,000

268,750,000

290,387,000

304,775,000

304,305,000

318,840,000

335,475,000

377,148,000

423,221,000

439,009,000

459,847,000

477,136,000

552,369,000

593,359,000

623,942,000

615,650,000

632,136,000

and six pence being the nearest equivalent to our nickels and

dimes.

Progress from that time on was rapid and spectacular. In

fact, the British proved themselves to be even more receptive

to the lure of the 5-and-lO-cent-store idea than Mr. Wool-

worth's own countrymen had been. Although the company has

less than half as many stores as its American parent, its net

profits are not far behind those of the company here.

But even if Table 3 were expanded to reflect the operations
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of the Woolworth stores abroad, it still would not tell the full

story of what Woolworth's success has meant to this country.

For the contribution the company has made has by no

means been confined to Woolworth's own operations, extensive

and important as they have been. On the contrary, it properly

includes the development in this country of an entirely new
type and kind of retailing—the variety store—which owes its

existence to the example and inspiration provided by the

pioneer.

What that means in terms of stores and sales is easily shown.

For, whereas the Woolworth stores in this country number
less than 2,000, the entire variety-store field, including inde-

pendent as well as chain stores, comprises more than 20,000!

And, whereas Woolworth's sales in 1948 totalled $624,000,-

000, the sales of the entire field totalled $2.5 billions.^

In economic terms, the variety-store field makes a tremen-

dous contribution to the national welfare in many ways. It

provides an outlet for many millions of dollars worth of items

which would not be produced at all but for the facilities the

variety stores provide for their distribution on a mass basis. It

provides millions of jobs not only in distribution but in pro-

duction. It gives 15,000 individuals an opportunity to engage

in a profitable business of their own, as proprietors of inde-

pendent variety stores. It provides responsible and well-paid

positions for thousands of chain-store executives and the man-
agers of the individual stores. Finally, although incidentally,

because of the income it produces in the shape of profits,

salaries, wages and dividends, the variety-store field makes a

substantial contribution to its silent partner. Uncle Sam, in

the shape of Federal taxes.

But, in broader terms, perhaps the greatest virtue of the

variety-store field lies in what it has added to the American
standard of living. By making available a wide range of mer-

chandise at popular prices it has stretched the consumer's

dollar to the point where it has meant more things to more
' U.S. Retail Census, 1948.
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people—more good things for better living, culturally as well

as materially.^ The "5-and-lO-cent store" has become such an

accepted feature of American life that the special contribution

it makes, social as well as economic, is apt to be overlooked.

Besides the variety-store chains and the grocery chains

which were founded between 1859 and 1900 and which are

still in operation, a score or more of chains in other fields can

make the same boast.

In the drug field, for instance, at least fourteen chains now
operating in various parts of the country can trace their

lineage back to a parent store established in the second half of

the 19th Century. Among the oldest are Schlegel Drug Stores,

Davenport, Iowa, established in 1850, and Meyer Brothers

Company, Fort Wayne, Ind., in 1852. T. P. Taylor & Co.,

Louisville, Ky., and Jacobs Pharmacy Co., Atlanta, were both

founded in 1879—the year young Frank Woolworth got his

first successful store under way. These embryo drug chains

were joined by Dow Drug Co., Cincinnati, in 1882; Read
Drug & Chemical Co., Baltimore, in 1883; Marshall Drug Co.,

Cleveland, in 1884; Skillern's Drug Stores, Dallas, in 1885;

Kinsel Drug Co., Detroit, in 1888; Cunningham Drug Stores,

Detroit, in 1889; Bartell Drug Co., Seattle, in 1890; Owl Drug
Co., San Francisco, in 1892; Eckerd Drug Stores, Erie, Pa., in

1898; and Standard Drug Stores, Cleveland, in 1899.

Several other small chains which were later to become a

part of the Louis K. Liggett Co., organized in 1907, were like-

wise founded prior to 1900. They included the Jaynes Co.,

Boston; Hegeman Co., New York, which had four stores in

1900; and Wm. B. Riker Co., New York, which had two stores.

They were later merged to become the Riker-Hegeman-
* In 1929, John Cotton Dana, director of the Newark Museum, staged an exhibit

of five cases of items bought in Newark and New York variety stores at prices

ranging from 10 cents to 50 cents to demonstrate that "beauty has no relation to

price, rarity or age." Beauty of form, design or color in merchandise is no longer

reserved for those who can afford to pay high prices, thanks to mass producers and
mass distributors who long ago found out that beauty costs no more than ugliness.

See Chain Store Age, General Merchandise Section, August, 1929, p. 55; Variety

Stores Edition, April, 1949, p. 67.
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Jaynes Co., which was acquired by the Liggett company in

1916.

But none of the drug chains of that era had made any con-

spicuous progress when it ended. Whether all the drug chains

in existence in 1900 had as many as 75 stores in the aggregate

is doubtful.

In the shoe field, the story is the same. Although two of the

chains founded in this period were to become and remain the

two biggest companies in their field, their progress during

their early years was negligible. The Melville Shoe Corpora-

tion dates back to 1892, but although it operates 560 stores

today, most of them—550, to be exact—are accounted for by
its chain of Thom McAn stores which was not established until

1922, at which time the company had only nineteen other

stores in operation.

The G. R. Kinney Company, founded in 1894 by George
Romanta Kinney in Waverly, N.Y., is now the second largest

shoe chain, in number of stores, with 311, but by 1920, when
the company was 26 years sold, it was operating only 75

stores.

The development of chains in the shoe field was eventually

to carry them to the point where they accounted for more
than 50 per cent of all shoe-store sales (not 50 per cent of all

shoe sales, as department stores and other stores sell shoes as

well as shoe stores ) but the situation in 1900 gave no such in-

dication.

One of the oldest chains in the general-merchandise field

which traces its origin back to the period under consideration

is Belk Brothers, of Charlotte, N.C. It grew out of a 22x70 foot

"racket store" ^ opened in 1888 by William Henry Belk in

Monroe, N.C. It was operated by him and his brother. Dr.

John Belk, for five years before a second unit was ventured,

• The "racket store" of the period in question was this forerunner of the variety

store and general-merchandise store of today. The original Belk store was called the

"New York Racket" in the hope that "everybody would think that sounded big."

LeGette Blythe, William Henry Belk, Merchant of the South ( University of North
Carolina Press, Chapel Hill, 1951).
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and expansion thereafter proceeded at a slow rate for many
years. Thus, by the turn of the century, the brothers had only

five stores in operation. Their progress thereafter was more

rapid as appears from the fact that, with 22 stores in opera-

tion in 1920, they added 41 in the next decade, 115 more be-

tween 1930 and 1940, and another 107 between 1940 and

1950. Today they have in operation nearly 300 stores.

A unique feature of the development of this chain was the

fact that most of the stores were separately incorporated, with

the ownership of the stock divided between the manager se-

lected to operate it and the Belk family. That is why many
of the stores have always been operated under hyphenated

names, such as Belk-Hudson Company, organized in 1893,

Gallant-Belk Company, organized in 1919, and Parks-Belk

Company, organized in 1929. Many of these companies now
have a number of units operating under their respective cor-

porate names.

Today the "family" of Belk stores, as the founder prefers to

regard them, has combined sales of approximately $150,000,-

000. The connecting link between diem, besides the stock

interest which the Belk family owns in each of them, is a cen-

tralized buying agency and operating service bureau which

the company maintains for the benefit of all Belk stores al-

though none is required to avail itself of the services offered.

In the restaurant field, of the chains in existence today,

John R. Thompson Co., of Chicago, dates back to 1891, and

the Childs Co. to 1899. But neither of them became much of

a factor in the areas in which they operated until many years

later.

In the tobacco field, a retail cigar store in Syracuse, N.Y.,

opened in 1892 by George Whelan, a wholesale tobacconist,

was to provide the background and the inspiration for what
became one of the biggest and most important chains in the

country—the United Cigar Stores Co. But Mr. Whelan had
been running his retail store for eight years before the idea of
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developing a chain occurred to him. What happened then is

related in a later chapter/^

Originating in this period and therefore deserving mention

at this point because of the important part they were destined

to play in the chain-store field although neither of them oper-

ated even a single retail store until after the post-war depres-

sion of 1921 are two Chicago companies. That seeming para-

dox is explained by the fact that the companies in question,

Montgomery Ward & Co., hereafter referred to as Wards, and

Sears, Roebuck & Co., hereafter referred to as Sears, both

started in life as mail-order houses and confined their retail

activities to that type of distribution for more than 50 years in

the one case and for nearly 40 years in the other before they

decided that the time was ripe to operate retail stores as well.

Ward's was founded in 1872, Sears' in 1886. The latter was

destined to become the second largest retail organization in

the world. Its sales for the year ending January 31, 1951, were

just over $2.5 billions. Only A&P, with sales that year of $3.2

billions sold more. Wards had sales of $1.2 biUions. Although

both Wards and Sears still do a substantial volume by mail

through their catalogs, most of their sales today are made
over the counters of their retail stores, of which Wards has

613 and Sears 665.

The astounding history of Sears, Roebuck & Co. is told in

great detail in Catalogues and Counters, by Boris Emmet and

John E. Jeuck, to which reference has already been made.^^

Sufiice it to say here that it all started when Richard W. Sears,

a railway station agent at North Redwood, Minn, got a ship-

per's permission to dispose of a box of watches which the con-

signee refused to accept. Sears undertook to sell the watches

to his friends by mail. And when he found out how easy it was
—largely because the small mark-up he required enabled him
to offer the watches far below the regular retail price—he set

himself up in the mail-order business, first in Minneapolis and

" See p. 14 supra.
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later in Chicago. He was soon joined by Alvah C. Roebuck,

who had had some experience in watch repairing which Sears

figured might be useful.

Working together under various trade names until 1893,

when the name Sears, Roebuck & Co. was adopted, the young
firm had apparently made substantial progress, for its sales

that year totalled $388,000. In 1895, when sales approached

$800,000, Julius Rosenwald, a clothing merchant, joined the

firm because "he recognized in the mail order methodology a

pioneer effort towards mass distribution." ^^ His influence on

the company's subsequent success may be judged by the prin-

ciples which he formulated and which became known as the

"Rosenwald Creed." Its cardinal conclusions were:

"( 1 ) Sell for less by buying for less. Buy for less through the

instrumentality of mass buying and cash buying. But maintain

the quality.

"(2) Sell for less by cutting the cost of sales. Reduce to the

absolute practical minimum the expense of moving goods

from producer to consumer. But maintain the quality.

"(3) Make less profit on each individual item and increase

your aggregate profit by selling more items. But maintain the

quality."

By the turn of the century. Sears' volume had reached $11,-

000,000. In 1906, the company opened its first branch mail-

order plant, in Dallas, and that year the company was rein-

corporated with a capital of $40,000,000. Four years later, in

1910, the second branch plant was opened, in Seattle, and

sales that year totalled $61,000,000. In 1920, they reached

their peak, for that period, at $245,000,000. Incidentally, that

year Woolworth was operating 1,111 stores, with aggregate

sales of $141,000,000.

Then, in 1921, came the post-war crash and Sears' volume

nose-dived to $160,000,000. In the years which followed that

debacle, both Wards and Sears apparently considered the

" Sears, Roebuck & Co., Annual Report for 1940.
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possibility of opening retail stores to augment their mail-order

sales. Particularly enthusiastic regarding such a move was
Gen. Robert E. Wood, vice president in charge of merchan-

dising for Wards, and when, in 1924, he left Wards to be-

come a vice president of Sears, he carried his enthusiasm for

retail stores with him. Sears decided to take the step, although

they proceeded gingerly at first.

The first Sears store was opened February 2, 1925. Actually

it was just a part of the Chicago mail-order plant converted

into a department store. Three months later, the same course

was taken in Seattle, and the other branch plants rapidly fol-

lowed suit. The first retail outlet outside of a mail-order plant

was opened in Evansville, Ind., on October 5, 1925. The year

ended with eight stores in operation.

The growth of the retail operation by number of stores,

store sales and ratio to total sales for each year from 1925 to

1941 inclusive is revealed in the following table compiled

from data in ''Catalogues and Counters," to which reference

has already been made:

Year Stores Store Sales Ratio to

(000 omitted) Total Sales

1925 8 $11,819 4.5

1926 9 23,046 8.5

1927 27 40,001 13.6

1928 192 107,179 30.9

1929 319 174,623 39.6

1930 338 180,830 46.3

1931 378 185,339 53.4

1932 374 159,026 57.7

1933 400 167,860 58.2

1934 416 204,075 60.5

1935 428 243,291 58.6

1936 440 324,604 61.8

1937 473 366,285 64.4

1938 482 344,800 64.8

1939 520 435,406 66.6

1940 595 515,322 69.2

1941 617 662,394 68.4
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Reference to the foregoing table discloses the remarkable

fact that the chain of 378 stores which Sears developed in the

short space of six years was able, in 1931, to outsell the far-

flung mail-order set-up which had been in successful opera-

tion for more than 50 years! And from that time on, as more
and more stores were added, the store operation accounted

for an ever greater proportion of Sears' gross sales, even

though the mail-order sales climbed too as retail volume gen-

erally improved after the depression years.

With the whole country to draw on for mail-order busi-

ness, whereas the sales possibilities of the retail stores were

naturally confined to their respective trading-areas, the fact

is that the Sears stores have been able consistently to sell

twice as much as the Sears catalogs. This is another striking

illustration of the point already made that the chain-store sys-

tem seems to be the best so far devised for the development

of maximum retail volume by a single enterprise.

After 1941, Sears did not add materially to its retail-store

set-up, partly because of the ban on store construction during

World War II. As a matter of fact the number of stores in

operation in 1946 was only 610 compared with 617 in 1941.

Since then, however, the number has increased to 665. If the

ratio of store sales to total sales which prevailed in 1941 has

been maintained, which seems quite likely. Sears' retail stores

today must be accounting for approximately $1.75 billions of

its $2.5 billions of sales.

As a chain, Sears dates back only to 1925, but because its

entry into the chain-store field was made possible by the suc-

cess it had already achieved as a mail order house, a line of

business in which it has been engaged continuously since

1886, this brief historical sketch of the company's career may
not be deemed out of place in a discussion of the 1859-1900

era.

A third Chicago company which combines a mail-order and

retail-store operation is Spiegel, Inc. As it was founded as far

back as 1865 it belongs without any question to the period
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under discussion. For this pioneer started in the conventional

chain-store manner with the operation of a single retail store—

a furniture store opened by Joseph Spiegel. And that was the

way it remained until after the turn of the century, a single

store but a successful one. Several branch stores were ulti-

mately opened. In 1908, a mail-order department was set up.

By 1929, the mail-order division, which was then selling a gen-

eral line of merchandise, had outgrown the original furniture

business. Total sales that year were $24,000,000. It was not

until 1944 that the company actually entered the chain-store

field as distributors of general merchandise, but its expansion

thereafter was rapid. In 1950, it was operating 153 stores, con-

sisting of 70 fashion stores, 52 auto-hardware stores, 11 furni-

ture stores and 20 small department stores. The total volume
of the company had climbed to $144,000,000.

So much for some of the pioneer companies which came
into the picture prior to 1900 and which are still in operation-

many of them being the leaders in their respective fields.

The significant fact about the 1859-1900 period is that it

saw the foundation laid for what was to become one of the

most important features of our distribution set-up—the chain-

store system—but that was all. The real development of the

system did not begin until after the turn of the century.



CHAPTER III

THE MOVEMENT GAINS

MOMENTUM

How MANY chain stores in all were in operation at the

turn of the century is not known. From the data available with

respect to the larger companies then in existence, the total

would probably not have exceeded 500. In any event, al-

though the two biggest companies, A&P and Woolworth, may
have begun to attract some attention individually as enter-

prising and progressive concerns, the chains as a group were
certainly too insignificant a factor to have rated notice as a

new type of operation which might bear watching.

But if a census had been taken ten years later, it would have
reflected a more significant situation. For the first decade of

the century saw the birth of a number of new companies

which were destined to become outstanding chains in their

respective fields. More directly to our present point, some of

them, by reason of original and aggressive merchandising

policies, attracted more attention right from the start than

those which had been established many years earlier.

That was particularly true of United Cigar Stores Co.,

whose new type of cigar store spelled the doom of the old

model which had prevailed up to that time.^ It was also true

of the new chains in the drug field who found it necessary

not only to join the ranks of the cut-rate stores then in exist-

ence but to take the lead in merchandising standard products

aggressively. For only in that way could they drive home to

the consumer that they could and would pass on to their cus-

' See p. 100, post.
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tomers the benefit of large-scale retailing.^ To the extent that

such aggressive merchandising policies achieved their pur-

pose, the chains made their presence felt quickly not only by
the public but by their competitors.

A list of some of the chains which came into the picture

between 1900 and 1910 and which went on to become im-

portant factors in their respective fields is presented in

Table 4.

In the next decade, 1910 to 1920, so many new chains came
into the picture that to list them all would serve no useful pur-

pose. In addition, the chains already in existence were ex-

panding at a far more rapid rate than in their earlier years.

It was in this period, it will be recalled, that the A&P
started its "economy store" program and, within six months
after Mr. Hartford was convinced that he was on the right

track, the company started adding stores just as fast as it was
physically possible to open them. The 500th store was opened
in 1913. By April 3, 1915, the company had 670. In the next

two years, no less than 1,600 stores were added. Sales jumped
from $31,000,000 in 1914 to $76,000,000 in 1916. By the be-

ginning of 1920, A&P was operating 4,200 stores.

A&P's example could not escape the notice of the many
other grocery chains which were then in operation in all areas

of the country. How far some of the others had progressed is

indicated by the fact that when five of them, all in the Phila-

delphia area, merged in 1917 to become the American Stores

Co. they were operating in the aggregate 1,223 stores, and
became the second largest grocery chain at that time. The
Acme Tea Co., the largest of the group, had 433 stores; Childs

Grocery Co. 268; The Bell Co. 214; Robinson & Crawford 186;

and George N. Dunlap Co. 122.

In the variety-store field, Woolworth opened no less than

480 stores between 1912 and 1920, jumping from 631 to 1,111;

Kresge added 99 stores in the same period; Grant, which had
started in 1907, had four stores in 1910 and 33 by 1920;

' See p. 103, post.



Table 4

SOME CHAINS FOUNDED BETWEEN 1900 and 1910

1900

D. Pender Grocery Co., Norfolk (now Colonial Stores, Inc.).

Hook Drugs, Indianapolis.

Daniel Reeves (grocery). New York, later acquired by Safe-

way.

Dockum Drug Stores, Wichita, Kans.

1901

United Cigar Stores Co., New York.

F. & W. Grand-Silver (variety), New York, now H. L. Green

Co.

Lane Bryant (apparel). New York.

A. L. Duckwall Stores Co. (variety), Abilene, Kans.

Walgreen Co. (drug), Chicago.

1902

J.
C. Penney Co. (apparel). New York.

Schultz Bros, (variety), Chicago.

1903

Morris Stores (variety), Bluffton, Ind.

1905

Peoples Drug Stores, Washington, D.C.

1906

W. T. Grant Co. (variety), New York.

1907

Louis K. Liggett Co. (drug). New York.

Mading's Drug Stores, Houston, Tex.

Fisher Brothers Co. (grocery), Cleveland.

1908

A. S. Beck Shoe Corporation, New York.

Katz & BesthoflF (drug). New Orleans.

1909

Western Auto Supply Co., Kansas City, Mo.
Gallaher Drug Co., Dayton, Ohio.

Hested Stores (variety), Fairbury, Nebr.
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Murphy jumped from ten in 1910 to 51 in 1920; Kress, which

had started the century with eleven stores, had 84 by 1910

and 145 by 1920; and McCrory, which had twenty stores in

1901, had 60 by 1910, and 156 by 1920.

A quick run-down of the status of some of the other chains

in 1920 will be sufficient to indicate that, by that time, the

shape of what was to come was becoming definitely dis-

cernible.

In the grocery field, Kroger had 799 stores; the predecessors

of First National, 803; Daniel Reeves, 202; Southern Grocery,

119; National Tea, 163; and Bohack, 152.

In the shoe field, Melville had only twenty stores, but

Kinney had 75.

In the drug field, Louis K. Liggett Co., which in 1916 had

acquired the 106 stores operated by the Riker-Hegeman-

Jaynes chain, was nearing the 200 mark; Walgreen's, which

had not actually become a chain until 1909 when the second

store was opened, now had nineteen; and People's Drug, or-

ganized in 1905, had eight stores in operation.

In the restaurant field,
J.

R. Thompson had 104 units;

Childs 88; Waldorf System 79; and F. G. Shattuck, later to be

known as Schrafft's, an even dozen.

Perhaps the most spectacular development of all had been

that of the United Cigar Stores Co., which by 1920 had 1,096

stores. Schulte, another cigar-store chain, was second with

196.

How many stores in the aggregate all the chains had in

operation in 1920 is not definitely known. It has been esti-

mated by John P. Nichols^ that, whereas in 1914 the total

number of stores was 8,000, the number in 1920 was 27,000.

The Federal Trade Commission put the figure at 50,000!

The probability is that the actual figure was somewhere
between these two estimates, but the exact number is not too

significant. For what happened between 1920 and 1925 has a
» The Chain Store Tells Its Story, supra, pp. 80, 81.
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Table 5

GROWTH OF 20 LEADING CHAINS
BY NUMBER OF STORES

1920-1949

GROCERY CHAINS 1920 1925 1930 1949

A&P 4,544 14,034 15,737 4,600

American 1,223 1,792 2,728 1,671

First Nat'l* 803 1,642 2,548 1,083

Kroger 799 2,559 5,302 2,204
Safeway 191 1,050 2,675 2,177
National Tea 163 761 1,600 655

7,723 21,838 30,590 12,390

VARIETY STORE CHAINS

Woolworth 1,111 1,420 1,881 1,938

Kresge 184 306 678 702
Kress 145 166 212 256
McCrory 156 181 242 201
Murphy 53 • 88 166 218
McLellan 43 94 277 230
Grant 38 77 279 480
Newberry 17 86 335 482
Neisner 4 13 75 121

1,751 2,431 4,145 4,628

APPAREL CHAIN

J.
C. Penney 312 676 1,452 1,607

SHOE CHAINS

Kinney 75 250 366 305
MelviUe 20 148 • 480 561

95 398 846 866

DRUG CHAINS

Walgreen 19 69 419 414
Peoples 8 18 117 142

27 87 536 556

TOTAL (20 chains) 9,908 25,430

Predecessor companies for 1920 and 1925.

37,569 20,047

more direct bearing on subsequent chain-store history than

anything that preceded those active chain-store years.

In the absence of an oflBcial census to record the full ex-

pansion of the chains during the five-year period in question,
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what happened in the case of twenty leading chains, whose
statistics are available, will have to suflBce. Table 5 and Chart

III tell their own story, showing that the twenty chains which
had 9,908 stores in operation in 1920 had 25,430 only five

years later! And that scale of expansion, of course, was on top

of what had been becoming more and more apparent in the

years immediately preceding 1920.

Number of stores

operated by 20 chains, 1920, 1925, 1930, 1949

4U,UUU

35,000

30,000

25,000

20,000

15,000

10,000

5,000 _

1920 1925

Keeping in mind that Table 5 presents only a partial list of

the chains then in existence, even though it does include most
of the bigger ones, and that hundreds of other chains all over

the country were also expanding during that period, some
idea is provided of the impact of this phenomenon on other

types of retailing. To aggravate the situation was the fact that

the majority of the new chain stores were opened in areas in

which the chains were already established.

Little wonder that the chains' competitors, particularly the
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smaller ones, began to ask how long it would be before they

would be crowded out of the picture entirely.

And some of them went further. They decided that "there

ought to be a law" against further chain-store expansion and,

as is pointed out in detail in later chapters, they had little

trouble in finding politicians and others to champion their

cause.

But despite this growing hostility, Table 6 shows that the

chains which expanded so spectacularly between 1920 and

1925 did not stop then. On the contrary, in the next five-year

period, they added another 12,000 stores. Although that was

Table 6

STORES ADDED BY 20 CHAINS,
1920-1925 vs. 1925-1930

Field 1920-1925 1925-1930 Change

Grocery (6) 14,115 8,752 -5,363

Variety (9) 680 1,714 +1,034
Apparel (1) 364 776 +412
Shoe (2) 803 448 +145
Drug (2) 60 449 +389

15,522 12,139 -3,383

less than the 15,522 stores added in the preceding five-year

period, an analysis of the Table will show that the only let-up

was in the grocery field, in which only 8,752 stores were added

compared with 14,115 in the preceding period.

The expansion of the chains in the other fields made up in

part for the slow-up in the grocery field. That is revealed in

Table 6, which gives the number of stores added in each of

the two periods by each of five fields covered.

Undoubtedly the fact that the grocery chains were not ex-

panding as rapidly between 1925 and 1930 as they had been

in the preceding five-year period would have been less per-

ceptible than the substantial strides the chains in the other
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fields continued to make, particularly as the grocery chains

continued to grow even though not at such a rapid rate.

But the significant fact about the chain-store movement is

that despite all the indications that it would continue indefi-

nitely, actually it did nothing of the kind. Although, in the

decade from 1920 to 1930, the chains hsted in Table 5 added
no less than 27,661 stores to the 9,908 they had had in opera-

tion at the start of it, a gain of nearly 180 per cent, the era of

all-out expansion came to an end in 1930. How precipitate

the stop was is revealed in Chart III.

Having reached a peak of 37,369 stores in 1930, the number
of stores operated by the twenty leading chains in question

started steadily to decline until, in 1949, the total was only

20,047, or 17,533 fewer. True enough, this 41 per cent decline

is accounted for entirely by what happened in the grocery

field alone, where, as has been pointed out already,^ the intro-

duction of the supermarket brought about the elimination of

most of the smaller stores formerly operated. But even when
that controlling factor is eliminated, the significant fact re-

mains that the other fourteen chains listed added only 728
stores between 1930 and 1949, a span of nineteen years, com-
pared with the 4,794 in the ten years preceding 1930. The
rate of expansion dropped from an average of 479 stores a

year to 38!

What brought about the decline in the number of grocery

stores has been explained, but why did the chains in the other

fields stop expanding, except to a neghgible extent, after

1930?

Several factors were involved.

In the first place, after the rapid pace they had set for them-
selves in those hectic years preceding 1930, most of the com-
panies needed a breathing spell—a chance to consolidate their

gains. The larger scale of operations called for major organi-

zation changes in some cases. To open additional stores was
easier than to develop men to direct and manage them.

* See pp. 27-29, supra.
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In the second place, more stores meant not only more
trained men to operate them but more capital to finance them.

The collapse of the stock market in 1929 plus the onset of the

depression naturally dried up many of the sources for invest-

ment capital and put a damper on further expansion for the

time being.

Thirdly, by the time the depression had worked itself out,

and the chains might have been ready and tempted to resume

expansion on a moderate scale, along came Pearl Harbor and

World War II. Wartime bans on private construction and

serious shortages of manpower and merchandise created

enough of a problem for the chains. Opening additional

stores would have magnified it even if the ban on building

had not intervened.

Finally, the trend toward bigger stores which brought the

supermarket into the grocery field had also made itself felt

in other fields of retailing. Bigger drug stores, bigger variety

stores, bigger apparel stores, and bigger stores in various other

fields made the chains less dependent on additional stores for

the additional volume from which, in retailing, "all blessings

flow." Table 7, showing the average sales per store for leading

chains in 1950 compared with what they were in 1930 reflects

the effect of the trend in question. Although the increase in

dollar sales per store reflects in part the rise in prices, the main

reason for it, nevertheless, is that chain stores today are typi-

cally two to five times as big as they were in 1930.^

To keep in step with the trend, the chains directed their

attention principally to their existing stores. To bring them up

to the new standards as rapidly as possible became the main

^Walgreen's first "super-drug" store was opened in Tampa, Fla., in October,

1934. The company described it as "a revolutionary new kind of drug store which

not only provided the space for additional lines but took merchandise out of the

traditional show-cases and presented it instead on open display counters where cus-

tomers could see it, touch it and buy it. The success of this new type of drug

store sounded the knell of the old-fashioned kind of 'small corner drug store.' " The
company opened a gigantic store in Miami in 1937 and another in New Orleans in

1938. In October, 1949, the company opened Chicago's biggest drug store, at State

and Madison Streets, with 30,000 square feet on two floors.
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objective. Where existing locations permitted enlargement

and modernization, the chains followed that course. As soon

as the restrictions oh civilian construction were lifted after

World War II, the chains proceeded to modernize their stores

as fast as they could. But where existing locations were too

small to permit the kind of enlargement called for, re-loca-

Table 7

AVERAGE ANNUAL SALES PER STORE
OF 27 CHAINS, 1930 and 1950

1930

GROCERY CHAINS
A&P $ 67,726

Safeway 82,144

Kroger 50,376

American 52,335

First Nat'l 42,463

Nat'l Tea 53,279

Colonial' 35,000

Bohack 49,332

1950

$680,000'

568,000

419,300
312,140

380,000
497,100

488,637
370,000

APPAREL CHAIN
Penney $132,881

SHOE CHAINS
Melville 59,696

Kinney 48,521

DRUG CHAINS
Walgreen 93,385

Peoples 143,245

* Estimated ^ 1930 refers to predecessor companies ' For 1933

$589,000

137,642

109,600

398,500
332,300

1930 1950

VARIETY STORE CHAINS
Woolworth 153,795 326,530
Kresge 221,761 424,100
Kress 326,807 624,158
Grant 236,209 522,000
McLellan 86,811 245,200
McCrory 178,607 481,300
Murphy 105,410 687,248
Neisner 220,095 473,657
Green 159,170' 459,450
Newberry 90,112 301,600

MISCELLANEOUS CHAINS
Western Auto 136,129 593,500

J. R. Thompson 119,548 215,000
Shattuck 629,589 834,600
Waldorf 106,389 195,800

tion became necessary. While this poHcy gave the chains

many new stores, it did not add to the number in operation.

To what extent was chain-store expansion checked by the

wave of anti-chain agitation which developed in the 1920s

and brought with it special chain-store taxes graduated in

severity according to the number of stores operated?

That is a natural question. Certainly the purpose of such

taxes was to produce the result which actually occurred.

Chain-store expansion did slow up almost to a stop. But that
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chain-store taxes had very much to do with it may well be

doubted, for several reasons:

1. The factors already listed were suflBcient in themselves

to account for the result in question.

2. Although the purpose of such taxes was to impose an

additional burden on chains heavy enough to discourage the

addition of new stores, actually the top tax imposed, $750 per

store in Texas, was hardly serious enough to have had that

effect—except in the case of extremely small-volume units,

such as filling stations.^ Certainly the trend toward bigger

stores tended to make a tax of that kind increasingly negli-

gible.

3. The states which imposed such taxes showed no greater

decline in the number of chain stores than those in which

such taxes have never been imposed.''

4. The trend toward fewer but bigger stores in the chain

grocery field has been attributed by some to the effect of

chain-store taxes. Actually it reflected a change in grocery

merchandising in which the question of chain-store taxes

played no part.^ The supermarket idea was introduced not by

the chains but by the independents. The chains adopted it

because it was a good idea, and experience has demonstrated

the wisdom of their move.

That the agitation against chain stores might have had a

greater deterrent effect on chain-store expansion policies than

the weight of the taxes actually imposed is, of course, true.

Such a conclusion, however, would rest only on surmise. It

is negatived in too many cases to have much weight. From a

public-relations standpoint, the hostiliy to "big business" in

certain quarters might give any really big company some-

thing to think about before embarking on any major expansion

program, but relatively few chains are big enough to have to

take that factor into consideration.

• See p. 133, post.

" Willard L. Thorp, "Economic Planning via Chain-Store Taxes," Duns Review,

August, 1937.

See pp. 27-29, supra.
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The most reasonable conclusion seems to be, therefore, that

the tremendous momentum the chain-store movement de-

veloped between 1920 and 1930 carried it to a point at which

a levelling-off process was natural if not inevitable. The chains

went no further because, whether they knew it or not, they

had actually arrived at their destination. Although their sales

were to expand more than twofold between 1930 and 1950,

the share of the market they had gained for themselves by
1929 was not materially changed thereafter. That, at least, is

the clear indication of the U.S. Census figures for 1929, 1939

and 1948.

Because these official figures provide the only objective

measurement of what chain stores have come to mean to

America, a separate chapter is devoted to them.



CHAPTER IV

WHAT THE RETAIL

CENSUS SHOWS

The first counting of retail noses on an all-out basis

was undertaken in 1930 by the U.S. Department of Com-
merce, Bureau of the Census. It covered the year 1929. It

was known as the Census of Distribution.

Similar enumerations were made later by the Bureau for the

years 1933, 1935, 1939 and 1948.

Before summarizing any of the findings, one important

point must be made. As each successive Census was taken,

certain changes in classification were deemed desirable. To

make the current results comparable with previous ones, ad-

justments and revisions of previous enumerations were neces-

sary. The result was inevitable discrepancies between the

figures originally obtained and given out at the time the

Census was made and the figures for that year as they ap-

peared in a subsequent Census for purposes of comparison.

By way of illustration, when the results of the 1929 Census

were first released they showed total retail sales of $50,033,-

850,792 rung up on the cash registers of 1,549,168 retail

stores. But, lo and behold, when the 1939 Census came out,

for comparability's sake, the figures for 1929 were revised as

follows: Total sales $48,329,652,000; total number of stores:

1,476,365.'

A footnote explains the discrepancy as follows:

"Previously pubhshed totals for 1929 and 1935 revised to

exclude data for service garages and other automotive busi-

* U.S. Census of Business, 1939, Vol. 1, Retail Trade, Part 1, p. x.
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ness whose receipts from service sales exceed their sales of

merchandise. These are included in the Census of Service Es-

tabhshments for 1939."

Although such revisions are obviously inescapable unless

the original classifications are to be frozen forever, the use of

Census figures is unsafe unless these periodic changes are

kept in mind and due allowance is made for them.

Another important observation to make, before proceeding

with a summary of the Census figures relating to the chain-

store picture, concerns the Bureau's definition of a chain store.

It naturally had to define the term before it could tell how
many chain stores were in operation.

Whether or not the definition should be broad enough to

include every merchant who operates more than one store was

the first hurdle to be taken. On the one hand, the claim could

be made that because the man who operates two stores has

overstepped the boundaries of single-store operation he is at

least an embryo chain. That is the viewpoint the author has

always taken and which is reflected in the foregoing pages.

On the other hand, the Census Bureau felt that because

many two-store and three-store operations lack certain char-

acteristics typical of chain stores, they should all be excluded

from the chain-store category.

To meet the situation, the Bureau decided to break down
all retail stores into three main classes: (1) independents; (2)

two-and-three-store multiunits; and (3) chain stores.

Thus originated the conception that a minimum of four

stores was needed to make a chain—a conception which has

undoubtedly had the effect of understating the scope of the

chain-store field from the standpoint of both the number of

stores they operate and their relative share of the total retail

business.

This effect has not gone unnoticed by students of distribu-

tion. Thus, Theodore N. Beckman and Herman C. Nolen, in

their book "The Chain Store Problem," published in 1938, took

emphatic exception to what they term the "artificially con-
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cocted definition of chains,"^ used by the Census Bureau.

They complained that as a result of that definition "the im-

portance of chain stores is grossly understated."

To illustrate their point, they note that whereas, according

to the 1929 Census (as subsequently revised) chain stores

then numbered only 148,037, the number would have been

212,620 if the two-and-three-store multiunits had been in-

cluded. Furthermore, whereas chain-store sales in 1929 were

given as $9.8 billions, or 20 per cent of all retail sales, they

were actually $14.1 billions, or 29.7 per cent of total sales, if

the sales of the two-and-three-store units are included.

Nevertheless, the Census Bureau stuck to its original defini-

tion in all subsequent compilations until the latest Census,

covering 1948, was undertaken.

Then it decided to abandon the use of the terms "chain"

and "chain store" altogether. Instead, the term "multiunit"

was adopted to cover not only the two-store and three-store

units which had previously been grouped separately, or in-

cluded with independents, but also the four-store, or more,

organizations which the Bureau had previously designated as

chain stores.

To make the latest statistics comparable with previous

Census data, multiunits with four or more stores are sep-

arated from those with only two or three and can, therefore,

be compared with what were formerly designated as chain

stores. But by reason of this long-deferred revision in nomen-

clature, each of us must now define a chain according to his

own lights. The Bureau of the Census can no longer be cited

as an authority for the present size or importance of the chain-

store field, ds such, or for anything else relating to chain stores,

as such, for it no longer designates any type of operation by

that name.

With the foregoing observations in mind, the Census figures

for the years 1929, 1939 and 1948, as revised for purposes of

*The Chain Store Problem (New York: McGraw-Hill Book Co., 1938), p. 23.
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comparison and as presented in Table 8, may now be con-

sidered.

The 1929 Census is particularly interesting not only because

it was the first complete count of chain stores ever undertaken

but because, having covered tlie year 1929, it reflects the

status of the chains at the peak of the expansion program

which marked the 1920-1930 period, as was brought out in

the preceding chapter.

What did this Census show? It showed that we then had

1,476,365 retail stores of all kinds in operation and that 159,-

638 or 10.8 per cent of them, were chain stores—using that

term to denote stores owned and operated by organizations

of all types with four or more retail outlets.

Total retail sales that year were $48,329 millions, of which

the chain stores accounted for $10,740 millions, or 22.2 per

cent.

The fact that the chains accounted for less than 11 per cent

of all retail stores, despite their expansion, and for only 22

per cent of the total retail volume, may be somewhat sur-

prising, but that is because the over-all figures fail to tell the

real story.

For as was pointed out earlier,^ the chains have always

been a more important factor in some fields than in others.

In such fields as variety stores, for instance, in which, of

course, the chains were the pioneers, they accounted for 90

per cent of the total sales in 1929; in the shoe field for 47.5

per cent of shoe store sales, in the grocery field for 39 per cent;

and in several other fields they likewise exceeded the over-all

ratio of 22 per cent.

By contrast, as Table 8 reveals, the chains accounted for

considerably less than 22 per cent of the total retail volume
in a number of other fields, and indeed, in many retail fields,

the chains did not figure at all. Thus, the fact that their share

of all retail sales was only 22 per cent obscures their more
* Sm p. 5 supra.
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important status in the fields in which they were particularly

active.

Certainly the over-all picture gave no comfort to the inde-

pendent grocer. What concerned him, of course, was what
had happened and what seemed to be happening in his own
field. That naturally seemed to him to be serious enough to

give him cause for real alarm. He did not have the benefit

of Table 5 (page 48) to show him that actually the chains

had gone as far by 1930 as they were destined to go, nor the

more comprehensive picture provided by later Census figures

to confirm that indication.

What actually happened is revealed clearly in Chart IV
(page 66). It shows that the over-all ratio of chain-store sales

to total retail sales remained practically constant after 1929,

although the chains did not maintain their 1929 ratio of stores

operated.

ChartV shows that the same thing happened in the grocery-

store field, although the decline in the relative number of

chain stores was even more marked than in the retail field

as a whole. The trend toward bigger and fewer stores in this

field, as explained earlier, accounts for the result shown.

Chart VI, covering the variety-store field, shows that the

chains' share of the total sales declined from 89.6 per cent

to 82.9 per cent between 1929 and 1948. It is explained by
the substantial increase in the number of independent stores

during the period. The decline of chain stores in the field from

45 per cent in 1929 to 36.7 per cent in 1948 tells the story.^

Chart VII, covering the shoe field, shows practically no

change at all in the twenty-year period either in store or sales

ratios.

Chart VIII, covering the drug-store field, shows a slight

gain in the chains' ratio of sales since 1929, but not enough

to be of any significance.

That the story revealed by these charts is typical of what

happened in a number of other fields as well is revealed in

* See Table 8.



WHAT THE RETAIL CENSUS SHOWS 61

Chart IX, from a study made^ by Clement Winston and Reba

L. Osborne, of the U.S. Department of Commerce. It covers

thirteen selected fields, including several in which the chains

had made relatively little progress by 1929, as well as those

in which their progress had been most pronounced.

The combined sales of the chains in these thirteen fields

stood at 28 per cent of total sales in those fields in 1929, the

chart shows, and at approximately the same level in 1948.

Covered in the study were grocery stores; department store

and general merchandise; drug; eating and drinking estab-

lishments; men's clothing and furnishings; women's apparel

and accessories; shoes; auto accessories; hardware; building

materials; furniture and house furnishings; family wear; and

variety stores.

The outstanding fact revealed by the Census figures is that

whereas the total number of retail stores increased from

1,476,365 to 1,769,540 between 1929 and 1948, a gain of 293,-

175 stores, or approximately 20 per cent, the number of chain

stores declined from 159,638 to 105,109, or 34 per cent.

True enough, the decline in the number of chain stores is

accounted for mainly by what happened in two fields—grocery

and filling-stations. In the former field, the chains had 28,419

fewer stores in 1948 than they had in 1929, and in the filling-

station field they had 24,593 fewer. But even if those two fields

be eliminated from the comparison, the remaining chains will

be seen to have been operating fewer stores in 1948 than in

1929, although the decHne was only nominal. However, a

comparison of independent stores on the same basis (with

grocery stores and filling stations eliminated) shows an in-

crease from 971,293 in 1929 to 1,128,731, or 16 per cent.

The significance of all these statistics lies in the fact that

instead of being wiped completely out of the picture as he
had expected to be in the '20s, the independent merchant has

retained his competitive position both in number of stores

" Survey of Current Business, January, 1949.
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and in volume of sales. In 1929, he was represented by 1,316,-

727 stores and in 1948 by 1,664,431, an increase of 347,704

stores, or 26 per cent. That rate of increase exceeded the

growth in population, which rose from 123,000,000 in 1930

to 147,000,000 in 1948, a gain of only 21 per cent. And al-

though total retail sales rose from $49 billions in 1929 to

$130.5 billions in 1948, or 166 per cent, the independent

merchants' sales rose proportionately—from $37.6 billions to

$100.8 billions, or 168 per cent.

The two main conclusions to be drawn from the Census

figures are:

1. The chains had attained an important place in our distri-

bution set-up by 1929, particularly in those fields in which
their development has been most pronounced.

2. The important status attained by the chains as of 1929

has not materially changed since that time. In other words,

the fear that the chains would go on expanding indefinitely

proved to have been ill-founded. As Hugh M. Foster pointed

out in 1937 in an outstanding study of chain store develop-

ment from 1920 to that date,^ the chains had "come of age"

in the early 1930s. Certainly they seem to have attained most

of their growth by that time.

But although these facts are clear enough now, they could

hardly have been foreseen 25 years ago. Then it seemed, as

has already been pointed out, that the chain-store juggernaut

would crush everything in its path unless something were

done to stop it.

What followed gave the chains plenty to worry about and

to combat for many years. The story is told in detail in later

chapters. But before entering into that hectic phase of chain-

store history a consideration of the basis of chain-store

strength is necessary to provide the proper background.

• 'Th© Chain Store Comes of Age," Printers' Ink Monthly, April, 1937.



Table 8

RETAIL CENSUS, 1929, 1939 and 1948

Source: U. S. Department op Commerce, Bureau op the Census

Kind op
Business

Year
Number op Stores Sales (Millions) 1

Total Chain % Total Chain %

ALL kinds
1929
1939
1948

1,476,365
1,770,355
1,769,540

159,638
132,763
105,109

10.8

7.5

5.9

$ 48,329
42,041
130,520

$10,740
10,105
29,736

22.2
24.0
22.8

FOOD GROUP
1929
1939
1948

481,891
560,549
504,439

61,416
51,110
32,574

12.7

9.1

6.5

10,837
10,165
30,966

3,514
3,409

10,493

32.4
33.5
33.9

Grocery Stores
(witn and

without meat)

1929
1939
1948

307,425
387,337
377,939

53,466
40,159
25,047

17.4

10.4

6.6

7,353
7,722

24,770

2,873
2,841
9,319

39.1

36.8
37.6

Meat Markets
and

Fish Markets

1929
1939
1948

49,865
42,360
29,465

2,804
1,605
724

5.6

3.8

2.5

1,337
750

1,776

141
78
128

10.5
10.4
7.2

Dairy Products
and

Milk Dealers

1929
1939
1948

8,478
16,834
11,727

1,201
3,308
1,799

14.2

19.7

15.3

727
740

1,887

336
323
622

46.2
43.6
33.0

Candy, Nut and
Confectionery

Stores

1929
1939
1948

63,265
48,015
32,876

1,461
2,225
3,051

2.3

4.6

9.3

572
295
649

54
51
187

9.4

17.3

28.8

Fruit Stores and
Vegetable
Markets

1929
1939
1948

22,904
27,666
15,763

383
453
177

1.7

1.6

1.1

308
222
399

15
17
17

4.9

7.7

4.3

All Other
1929
1939
1948

29,954
38,337
36,669

2,101
3,030
1,776

7.0

7.9

4.8

540
435

1,485

95
99

220

17.6
22.8
14.9

GENERAL MER-
CHANDISE GROUP

1929
1939
1948

54,636
50,267
52,544

12,029
11,785
12,727

22.0
23.4
24.2

6,444
5,665

15,975

2,163
2,643
8,751

33.6
46.7
54.8

Department
Stores

1929
1939
1948

4,221
4,074
2,580

2,560
3,817
1,565

60.6
93.7
60.7

4,350
3,975

10,645

665
1,694
5,523

15.3
42.0
51.9

Dry Goods and
General Mer-
chandise Stores

1929
1939
1948

38,305
29,247
29,754

3,932
1,578
3,744

10.3

5.4

12.6

1,190
713

2,824

688
99

1,151

57.8
13.9

40.8

Variety Stores
1929
1939
1948

12,110
16,946
20,210

5,447
6,390
7,418

45.0
37.7
36.7

904
977

2,507

810
850

2,077

89.6
87.0
83.9

DRUG STORES
1929
1939
1948

58,258
57,903
55,796

3,513
3,928
3,715

6.0

6.8

6.7

1,690
1,563
4,013

312
379
869

18.5

24.2
21.6
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Table 8 (Continued)

RETAIL CENSUS

Ktnd op
Business

Year
Number of Stores Sales (Millions)

Total Chain % Total Chain %

EATING &
DRINKING

PLACE GROUP

1929
1939
1948

134,292
305,386
346,556

3,392
6,222
6,133

2.5

1.7

1.8

2,125
3,520
10,683

299
298
742

14.1

8.5

7.0

Eating Places
1929
1939
1948

134,293
169,792
194,123

3,392
5,058
5,824

2.5

3.0

3.0

2,125
2,135
6,468

299
292
718

14.1

13.7

11.1

Drinking Places
1929
1939
1948

135,594
152,433

164
309

0.1

0.2
1,385
4,215

6
24

0.4

0.6

APPAREL GROUP
1929
1939
1948

114,296
106,959
115,246

17,218
17,591
14,515

15.1

16.4
12.6

4,241

3,259
9,803

1,197
1,001

2,729

28.2

30.7
27.8

Men's and Boys'
Clothing, Hat,

etc. Stores

1929
1939
1948

28,197
21,501
23,730

3,054
1,798
1,663

10.8

8.4

7.0

1,193
773

2,166

271
171
360

22.7
22.1

16.6

Women's
Ready-to-Wear

Stores

1929
1939
1948

18,253
25,820
30,677

2,132
3,242
3,747

11.7

12.6

12.2

1,088
1,009

3,305

292
291
966

26.8
28.8
29.2

Shoe Stores
(All Kinds)

1929
1939
1948

24,259
20,487
19,551

6,099
6,834
5,417

25.1

33.4
27.7

807
617

1,467

369
343
697

45.7
55.6
47.5

Family Clothmg,
Accessories and
All Other Stores

1929
1939
1948

43,587
39,151
41,288

6,933
5,717
3,697

13.6

14.6

9.0

1,154
859

2,865

265
195
704

23.0
22.7
24.6

FURNITURE,
FURNISHINGS,
APPLIANCES

1929
1939
1948

58,941
52,827
85,585

6,796
6,918
6,031

11.5

13.1

7.1

2,755
1,733
6,914

560
393

1,027

20.3
22.7
14.9

Furniture
Stores

1929
1939
1948

25,153
19,902
29,031

922
779

1,051

3.9

3.9

3.6

1,510
973

3,427

208
141
399

13.8

14.5

11.6

Other Home
Furnishings

Stores

1929
1939
1948

'8,820

12,012
19,623

468
444
575

5.3

3.7

2.9

303
227
944

47
47
164

15.5

20.7
17.4

Home Appliance
and

Radio Stores

1929
1939
1948

24,968
20,913
36,931

5,366
5,695
4,405

21.5
27.2
11.9

941
533

2,543

304
206
464

32.3
38.6
18.2



Table 8 (Continued)

RETAIL CENSUS

65

Kind of
Business

Year
Number of Stores Sales (Millions)

Total Chain % Total Chain %

AUTOMOTIVE
GROUP

1929
1939
1948

69,379
60,132
86,162

3,516
4,464
3,683

5.1

7.4

4.3

7,043
5,549

20,104

750
373
741

10.6

6.7

3.7

Motor Vehicle
Dealers

1929
1939
1948

42,204
33,609
43,999

1,290
438
170

3.1

1.3

0.4

6,267
4,810

15,953

617
136
253

9.8

2.8

1.6

Tire & Accessory
Dealers

1929
1939
1948

22,313
18,525
20,628

2,049
4,014
3,342

9.2

21.7
16.2

599
624

1,360

122
235
455

20.4
44.8
33.5

All Other
1929
1939
1948

4,862
7,998

21,535

177
12

171

3.6

0.2

0.8

177
215

2,792

11
2

33

6.2

0.9

1.2

GASOLINE
STATIONS

1929
1939
1948

121,513
241,858
188,253

30,038
10,397
5,445

24.7
4.3

2.9

1,787
2,822
6,483

629
294
470

35.2
10.4
7.3

LIQUOR STORES
1929
1939
1948

19,136
33,422

2,854
2,998

14.9

9.0

586
2,580

257
803

43.9
31.1

LUMBER, HDWR.,
FARM IMPLEMENTS

1929
1939
1948

90,386
79,313
98,938

9,001
7,958
7,951

10.0

10.0

8.0

3,846
2,735

11,151

526
395

1,558

13.7

14.4
14.0

ALL OTHER
STORES

1929
1939
1948

292,772
236,025
202,599

12,701
10,536
9,336

4.3

4.5

4.6

7,561
4,444

11,847

790
662

1,552

10.4
14.9

13.1
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indicated chain store

sales as % of total

retail sales

Retail sales and stores, 1929,1939/1948

JtETAIL SALES (BILLIONS)

WBSi indicates chain stores

$140-1- 100%

$130

$100-

$50-

$40-

$30-

$20-

$10-

25%-

20%
15%-

10%-

1929 1939 1948

As total retail sales climbed from $48,329,000,000

in 1929 to $130,520,000,000 in 1948, chain-store

tales rose from $10,740,000,000 in 1929 to $29,-

736.000.000 in 1948 . . .

\

1929 1939 1948

. . . and chain-store sales through two decades'

were consistently about 23% of total retail tales.

NUMBER OF RETAIL STORES (MILLIONS)

Hi indicates chain stores

indicates number of

chain stores as Jo

of total stores

1929 1939 1948

At the total number of retail stores rose from
i.476,365 In 1929 to 1.769.540 in 1948. the num-
ber of chain stores declined from 159,638 in 1929

to 105,109 in 1948 . . .

1939

. . . and the number of chain stores, as a percent-

age of total retail stores in operation, declined

from 10.8 in 1929 to 5.9 in 1948.

Source: U.S. Daportmwtf of Commix*, Buroov of A* Cwuin
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Grocery safes and stores, 1929, 1939, 1948
SALES (MILLIONS) .

I indicates chain grocery stores

2S.ooo-r .™*r^ 100%-r

indicates chain grocery sates

as % of total grocery store sales

$20,000. .

$15,000. .

$10,000.

J9,oob-

$8,000-

$7,000-

$6,000-

$5,000-

$4,000-

$3,000-

$2,000-

$1,000.

0'

75%

50%,

45%-

40%.

35%.

30%-

25%-

1929 1948

0-1-
1929 1939

Chain grocery sates rose from $2,873,000,000

in 1929 fo $9,319,000,000 in 1948 . . .

.. . . but c«nsistenHy accounted for about 38%
of total soles of retail grocery stores.

NUMBER OF STORES

Hi indicates chain grocery stores

400,000 -r 100%'

300,000--

indicates number of

chain grocery stores as %
of total grocery stores

.

250,000 - -

200,000--

100,000 - -

50,000 - -

25,000 - -

1939

A decrease in the number of chain grocery stores

from 53.466 in 1929 to 25.047 in 1948 . . .

.BwaouefMeCMM

1929 1939 1948

. « . meant that the percentage of chain stores

to the total number of grocery stores dropped
from 17.4 in 1929 to 6.6 in 1948.
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indicafes variety-chain sales

as % of total retail sales

Variet/ sales and stores, 1929, 1939, 1948

SALES (MILLIONS)

Hi indicates variety-chain sales

$2.50QT

$2,000--

50%--

Votie+y-chain soles rose from $810,000,000
1929 to $2,077,000,000 in 1948 . . .

1929 1939 1948

. . . but occounfed for o lower percentage of

total variety ^tore soles in 1948 than in 1929.

NUMBER OF STORES

indicafes variet/'chain stores

20,000

19,000'

1 8,000

17,000

16,000-

15,000'

14,000'

13,000

12,000'

11,000

10,000

9,000'

8,000

7,000

6,000

5,000

O-L

30% - -

25%--

0-*-

H indicates number of variety-

chain stores as Jo

of total variety stores

1929 1939 1948

An increase from 5.447 in 1929 to 7.418 in 1948

in the number of chaia variety stores in opera-

1929 1939 1948

. . . resulted in o decrease from 45% in 1929

to 36.7% in 1948 in relation to the total i

of variety stores in operation.

SootCft V. S. Dtporlmtnt of Commtrce, Bureau «f tht Cfitui
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Shoe sales and stores/1929,1939,1948

SALES (AULUONS)

IH indicates shoe-chain sales

$UOO-r 100%

75%

indicates shoe-chain sales

as % of fofof shoe-store sales

1939

Chain shoe store sales rose from $369,000,000
in 1 929 to $697,000,000 in 1948 .. .

1929 1939 1948

. . . resulting in a gain of less than 2% of total

shoe store sales in two decodes.

NUMBER OF STORES

indicates chain shoe stores

25,000

15,000

10,000

7,000

6,000

5,000

1929 1939 1948

A decrease from 6,099 in 1929 to 5,417 in 1948
in the number of chain shoe stores in operb-

indicates number of

chain shoe stores as %
of total shoe stores

. . . meant a gain of 2.6% relative to the totd
number of shoe stores in operation.

Sourca: U. S. Dcpartnranf of Coinnwrtt. Bunoo of th» Ctntia
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M:M:^^^iiiB Qrug sales and stores, 1929, 1939, 1948

SALES iMILLIONS) I

BB indicates drug-chain sales

indicates drug-chain sales

as % of total drug-store sales

$4fi00-

$3,000-

$2,500 •

$2,000.

$1,750

$1,500 •

$1,000 •

$750-

$500-

$250-

100%

1
50%

20%

Sales of chain drug stores rose from $3 1 2.000.000

in 1 929 to $869,000,000 in 1948 . . .

, , . o slight rise from 18.5% to 21.6% of total

drug- store sales.'

NUMBER OF STORES

indicates chain drug stores

indicates number of

chain drug stores

as % of total drug stores

60.000

50,000

40,000

100%

The number of chain drug stores was relatively

stable over 1 9 years , .

. . . while a slight rise was shown in relation td

the total number of drug stores.

Sourcti U. S. Deportimnf of Commtrc*, Bureau of 'h* C»ntvt
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CHAPTER V

THE BASIS OF

CHAIN-STORE STRENGTH^

Before the chains came into existence, the need for

retail stores was suppHed almost exclusively by independent

merchants who secured their merchandise from either whole-

salers or manufacturers direct. The system which then pre-

vailed and which, of course, still exists, is commonly referred

to as the wholesaler-retailer system because most products

had to find their way from manufacturer or producer to the

consumer through both wholesalers and retailers.

In the early days of chain-store development, the whole-

saler-retailer system was so well intrenched that manufac-

turers and producers refused to deal directly with the chains,

compelling them to buy through wholesalers, just as the inde-

pendent merchants did, or at least to pay the same prices as

independents paid.^ Such policies were inspired mainly by a

desire to protect the old-line distributors from the "cut-price"

competition which the chains would be in a better position

to wage if they could obtain their merchandise on a wholesale

basis.

Eventually, however, the chains in almost every line suc-

ceeded in gaining recognition as wholesale as well as retail

distributors and, from that time, two distinct channels of

distribution came into general use—the wholesaler-retailer

system and the new chain-store system.

* This chapter is taken ahnost word for word from The Chain Store—Boon or

Bane? by the author (Harper & Brothers, New York, 1932), by permission of the

pubhsher. It has been revised, however, to bring it up to date.

' 3ee pp. 102 et secj.
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Although from the technical standpoint of marketing, the

independent store and the chain store represent two distinct

types of operation—the former to be considered solely as a

retailing operation and the latter as a type of combined whole-

saling and retailing—that distinction has little significance to

the consumer. To him, a store is ordinarily just a store,

whether it be an independent store or part of a chain, a store

to be patronized or passed by, according to the appeal it

registers or fails to register.

Whatever success the chain stores have won for themselves

reflects, therefore, the public's reaction to what they have

to offer. Of course, chain-store critics used to assert that one

of the principal advantages they seem to offer, namely, lower

prices, was illusionary. Such criticisms have been completely

refuted in recent years, however, by comparative price studies

made under impartial auspices.^ In any event, the sustained

success of the chains over the years would, in itself, refute

such a contention, unless it is to be assumed, contrary to Lin-

coln's famous aphorism, that a very large proportion of the

public can be hoodwinked continuously.

What, then, is the basis for chain-store growth, as revealed

by the foregoing statistics, in the face not only of widespread

and well-established competition but the early opposition of

those upon whom the chains had to depend for merchandise?

Let us try to answer the question first from the standpoint

of the consumer for, obviously, the impression the chain stores

have registered with the public, whether conscious or sub-

conscious, accounts for their success. Later we will consider

the various factors which have enabled the chains to do what
apparently their competitors left undone.

Listing them in the order of their probable importance to

the customer, the following factors may be said to have been

responsible in the early days of chain-store growth for what-

ever preference the chains enjoyed over the existing competi-

tion:

• See pp. 93 et seq.
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1. Better values, mainly in the form of lower prices.

2. Better physical appearance of the stores themselves.

3. Superior locations.

4. Fresher merchandise and wider assortments.

5. Advertising.

As against these positive influences, the popularity of chain

stores developed in the face of the following counteracting

obstacles:

1. No deliveries and no credit.

2. Loyalty to old estabhshed order.

3. Store-management by employes as against the manage-
ment of independent stores by their owners.

4. The superior ability and aggressiveness of a certain

percentage of the independent merchants.

Taking up first the influences that have worked in favor

of the chains, the factor of lower prices has undoubtedly been
largely responsible for the following they have developed.

Although diese lower prices were made possible to some
extent by the elimination of dehvery and credit, services for

which consumers should be willing to pay, the fact remains

that so many consumers are more interested in lower prices

than in such service that the cash-and-carry system fills a

definite need in our distribution system, and the chains were
the first to cash in on it on a big scale.

Of course, nothing prevents an independent merchant from
following the same policy, and many do. Nor is there anything

inherent in the chain-store system which precludes the exten-

sion of credit or the making of deliveries. Credit-clothing

chains have been singularly successful and furniture, jewelry

and many other kinds of chains have likewise operated on a

credit basis. Chains in many fields have made deliveries to

a greater or lesser extent."*

* An outstanding example of the possibilities of credit-and-delivery chains, even
in the food field where cash-and-carry is almost universal among the chains, is fur-

nished by Gristede Brothers, Inc., New York.
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Nevertheless, the fact remains that the chains, as a class,

adopted the cash-and-carry idea right from the start, and the

independents, as a class, stuck generally to the credit-and-

delivery basis and, because a definite demand exists for both

types of retailing, the chains opened a rich vein of patronage

which the independents had almost entirely neglected.

But the lov^er prices the chains have always emphasized

were made possible not only by the economies of cash-and-

carry operation but, to an even greater degree, by the benefits

that come from large-scale operation, of which we shall have

considerably more to say later on.

Obviously, an attractive-looking store, well-lighted and

well-equipped, will attract more trade than one which is run-

down-at-the-heels, inadequately lighted and lacking in mod-

ern equipment. The chains, as a class, have always recognized

the importance of the physical appearance of their stores and,

what is more to the point, they have had the resources to a

greater extent than their independent competitors and, as a

class, to maintain high standards in that respect. This factor

has undoubtedly contributed greatly to the appeal chain stores

have made and the customer traflBc they have been able to

draw.''

With more experience in the choice of locations, with more
capital at their command and with greater prospects of being

able to cover high rents, the chains have generally located

their stores to better advantage than the average independent.

One of the guiding principles which inspired pioneers in

the food-chain field was the merchandising advantage to be

gained by speeding up the turnover. To achieve that end the

chains had to concentrate on items for which a constant de-

mand existed and which therefore moved most rapidly, and

to be satisfied with smaller profit per unit.^ That policy, which

* For data on the heavy expenditures the chains make to keep their stores up-to-

date see Chain Store Age annual store-construction surveys.

• Incidentally, this pohcy left a field open for grocers carrying broader lines and
accounts for the ability of so many single-store grocers to withstand chain-store

competition.
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is perhaps the most characteristic feature of food-chain-store

merchandising, not only made for lower prices but, in the case

of perishables, it minimized stale merchandise. Thus, cons-

ciously or subconsciously, the consumer showed a preference

for chain stores because their merchandise was more apt to

be fresh.

Finally, consumers were undoubtedly influenced by the

advertising the chains were in a better position to use than

their smaller competitors. This was true especially in the

larger cities, where newspaper space is relatively expensive.

The chains could use it liberally because, by dividing its cost

among all their stores which benefited by it, the cost per store

was relatively small. The single-store merchant, as a rule,

found this sales-stimulant beyond his reach.

No doubt the list of factors which helped to make friends

for the chain stores might be materially lengthened but those

which have been mentioned include the more important ones.

In considering the obstacles the chains had to overcome

and which, in the course of the years, they have largely sur-

mounted, the loyalty of the consumer to old-established mer-

chants in preference to newcomers was a natural one. Such

attachments undoubtedly worked against the chains in their

early days and were strengthened by the anti-chain cam-

paigns which were to develop later on, but, in the long run,

they offered little real resistance to chain-store development.

More serious, perhaps, was the inherent disadvantage in

the chain-store system which makes it necessary to entrust

the management of the various units to employes. To the

extent that employes cannot be expected to exert themselves

as much for others as the owner of a store would for himself,

the chains undoubtedly suffered some disadvantage. On the

other hand, the incentives they offered to capable employes

in the way of promotion and other methods they used to get

satisfactory performance from their employes probably re-

duced this handicap to a minimum. Furthermore, the assump-

tion that all independent stores are owner-operated and that
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all store-owners have and use what it takes to impress their

customers favorably is, of course, wrong on both counts.

Although a large percentage of independent stores are one-

man operations, the percentage of total retail business they

do, compared with that done by their larger and more suc-

cessful fellow independent merchants, is small.

Whatever disadvantage may be involved in relying upon

paid employes in retailing is felt by the bigger and better

independent stores as well as by the chains and, of course,

those are the stores whose competition means most to the

chains.

So far as the personality and salesmanship of the average

owner of a one-man store is concerned, common experience

confirms that they are apt to be a negative factor as frequently

as a positive one.

If the net balance of advantages and disadvantages may
have favored the chains, certainly the diflFerence was never

great enough to give the chains a clear path. A large num-
ber of eflBcient, wide-awake, energetic independent merchants

have disputed the advance of the chains every inch of the way.

The statistics, heretofore presented, show clearly enough that

the independents, as a group, have held their own since 1930

despite all the progress the chains had made in the years of

their greatest development.

But, with all due deference to the more progressive and

successful independents, the great majority of independents

were not of that caliber when the chains first came into the

picture. Had it been otherwise, perhaps the chains would
never have made the headway which carried them so far. As

it was, however, the new methods the chains introduced

were in such striking contrast to the less satisfactory prac-

tices of the great majority of independent merchants that the

public must have recognized the diflFerence instinctively. The
rapid growth of the chains was the inevitable consequence.

The truth of the matter is that the chains grew because they

introduced a method of retail distribution for which there was
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a definite need and which the old wholesaler-retailer system

failed to supply. To what extent the old system was inherently

deficient and to what extent its shortcomings could be and

have been corrected must be discussed now, not for the sake

of stressing the imperfections of a competitive system but in

order to contrast certain features of the chain-store system.

The ideal distribution system would bridge the gap be-

tween production and consumption with maximxun efficiency

at minimum cost.

Without any question, the outstanding inherent defect of

the old wholesaler-retailer system lay in the fact that, under

it, the wholesale function and the retail function are per-

formed by separate, independent factors, whereas, under the

chain-store system, the two functions are, to a major extent,

combined.

In no sense does the chain-store system eliminate the whole-

sale function: it still has to be performed, but, whereas under

the old system the wholesaler exercised no control over his

retail outlets nor did the retailer have any control over his

sources of supply, under the chain-store system both functions

are performed by the same organization and the control is

unified. That this basic difference between the two systems

has been partly nuUffied by the development of voluntary

chains of various kinds is true. But the fact remains that such

organizations did not come prominently into the picture until

the chains had established themselves on a firm basis. When
the chains were making their greatest strides, the old whole-

saler-retailer set-up provided dieir principal competition.

Reduced to its simplest terms, the main result of the essen-

tial difference between the two systems lies in the fact that

under the old plan it is necessary for the wholesaler to sell

to the retailer before the merchandise can find its way into

consumption. Under the chain-store system, this intervening

selling process, with all its disadvantages, is obviated.

A. C. Hoffman, of the U.S. Bureau of Agricultural Eco-

nomics, stressed the advantages of integrating wholesaling
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and retailing, as in the chain-store system, in a monograph

pubhshed by the Temporary National Economic Committee

appointed by the 76th Congress, 3rd Session, and published

in 1940/

"Another important aspect of mass distribution from the

standpoint of marketing efficiency," he declared, "is the fact

that mass distributors have tended to integrate successive

marketing functions within a single organization. The number

of bargaining transaction and ownership transfers necessary

to move goods from producer to consumer is thus greatly

reduced as compared with the regular channels.

"The importance of this is commonly overlooked. No incon-

siderable part of the total cost of distributing food products

is incurred for the purpose of bringing about ownership trans-

fers at various stages in the marketing process. Brokers' fees,

wholesalers' commissions, salesmen's salaries, advertising ex-

penditures—all are partially chargeable to the eflForts of sellers

and manufacturers to find retail outlets for their goods. . . .

In the regular channels, comprised as they are of many small,

specialized handlers, the product moves forward chiefly by
means of numerous buying and selling transactions. In con-

trast, the mass distributor moves it forward on an intercom-

pany basis, with the orders and requirements of its various

parts largely supplanting the bargaining transactions of the

regular system.

"This is the key to much, if not most, of the advantage

which the grocery chains have over the independent retailer-

wholesaler system. When the function of wholesaling is inte-

grated with that of retailing, it is no longer necessary to 'sell'

the retail store. The average independent retailer is visited

daily by at least half-a-dozen salesmen, each trying to sell

him a small bill of merchandise which he may or may not

need. Those who seek the retailer's business cannot permit him

^A. C. HoflEman, Large-Scale Organization in the Food Industries, Monograph
85, Temporary National Economic Committee, Senate Committee Print, 76th Con-
gress, 3rd Session.
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simply to order his merchandise as he needs it; the competi-

tion between them is such that they constantly must persuade,

cajole and coax him.

"The cost of this sort of thing in time and money is nothing

short of stupendous. Yet it is seldom mentioned when methods

for reducing the costs of food distribution are being con-

sidered because most people, including a fair share of the

economists, are more concerned with the preservation of com-

petition under old institutional forms than with economic

eflBciency as we have defined the term."

Putting it in another way, under the old system, the whole-

saler, in making his purchases from producers, must guess,

so to speak, what he will be able to resell to his retail cus-

tomers. After he has made his guess, he can sell only what his

retail customers guess, in turn, they will be able to sell to their

customers, the consumers. Under the chain-store system, the

chain has to guess only what its stores will be able to sell the

consumer. Thus, the new system eliminates one of the guesses.

What this means in helping to bridge the gap between pro-

duction and consumption is considerable from the standpoint

of both efficiency and cost.

From the standpoint of efficiency, the old system tends to

suffer because, to the extent that the wholesaler's guess as to

what the retailer will buy is wrong, the process of distribu-

tion, so far as those particular items are concerned, is defi-

nitely blocked. As a device for moving goods into consump-

tion, the wholesaler-retailer system, to this extent, falls down
completely. Via this channel, goods can never get into con-

sumption until they have bridged the gulf between wholesaler

and retailer. The chain-store system eliminates that gulf.

Everything the chain buys, the consumer will have a chance

to buy, but that is not true of everything the wholesaler buys.

Then, too, because the wholesaler exercises no effective

control over the purchases of the retailer, he must compete

with other wholesalers for the retailer's patronage. This lim-

its the efficacy of the old system in several ways.
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In the first place, it slows up the rate of turnover because

it compels the wholesaler to carry more varieties of merchan-

dise than would be necessary if he were the final arbiter as

to the items that were to be offered at retail.

In the second place, with many wholesalers serving the

same territory and naturally seeking the patronage of the same

retail outlets, a certain part of the selling effort expended must

inevitably prove fruitless. To the extent that this selling effort

fails, it represents economic waste.

Finally, although theoretically the competition between

wholesalers need not lead them to employ uneconomic meth-

ods, such as opening unprofitable accounts, granting unsafe

credits, and overloading their customers, we know that, practi-

cally, that is just what happens.

Still another inherent weakness which affects the eflBciency

of the wholesaler-retailer system lies in the fact that the

wholesaler is out of direct touch with the consumer. Because

he has no direct way of gauging consumer preferences or buy-

ing habits, his job of "guessing" just what he can sell the re-

tailer, outside of staples, is made so much harder and is at-

tended with greater risk. This disadvantage is obviated to a

large extent in the chain-store system because the chains

maintain direct consumer contacts through the medium of

their own retail outlets.

When we come to consider the relative costs of the two

systems, the first fact to be noted is that, although the chain

is relieved of the heavy expense involved in selling what it

buys to its retail outlets, it cannot escape the cost of corre-

sponding operations. The goods the chain takes into its ware-

house do not automatically take their places on the shelves

of the retail units without a system, without supervision or

without expense. Although, therefore, the chains do not have

to sell merchandise to their retail units, they do have to main-

tain adequate machinery and manpower to see that the stores

are suitably stocked and the merchandise effectively dis-

played.
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Before considering the relative cost of the two systems, let

us look at the defects of the old system as they have developed

in the retail end, where we will find additional reasons to

explain the rise of the chains.

Perhaps the outstanding characteristic of independent re-

tailing as it existed in the days when the chains were coming

up, and which is almost as pronounced today, is that the

great majority of retailers are essentially small-scale operators,

accounting for but a small proportion of the total volume done

Retail stores in 1929 by volume of soles

(% of total number of stores In operation)

Om\J^ /^ did more than $100,000 a year each

did $20,000
$100,000

a year each
did less than

$20,000
a year each

Sourct: U. S. Department of Commerce, Bureau of fhe Centut

by independents. The major part of that volume is done by

a small proportion of independents who operate relatively

large stores.

Chart X shows that in 1929, when the total number of

retailers was 1,543,158, 986,551 of them, or 64 per cent, had

an annual volume of less than $20,000 and, as a group, they

accounted for only 15 per cent of total store sales. These fig-

ures embrace all retailers, chain as well as independent, no

breakdown by type of operation having been given in the 1929

Census on this point. However, since the total number of

chain stores in 1929 was only 159,000, the number of small
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stores revealed in the chart must have been preponderantly

independent stores. At the other end of the scale, the retail

stores doing upwards of $100,000 a year numbered only 77,-

513, or 5 per cent of the total, but they accounted collectively

for 45 per cent of total retail store sales.

^

Why is it that so large a proportion of those engaged in

retailing attain such a comparatively small volume, and what
is the significance of that fact so far as the eflBciency of our

present system of distribution is concerned?

The reason we have so many small retailers is that we have

so many retailers. The 1948 Census figures tell the story. We
could not possibly have 1,770,000 stores all doing a large

volume because the total expenditures at retail that year

amounted to only $130,000,000,000. If that sum had been
divided equally among them, none of them would have done
more than $75,000 for the year.

Obviously, the amount of money spent at retail does not

vary with the number of stores we have. It is governed largely

by the amount of disposable income—income less taxes—con-

sumers, as a whole, have to spend. Furthermore, consumers

spend their money in stores they like best. The major part of

it, as we have seen, goes into the big-volume stores—the stores

which do upwards of $100,000 a year and which include sev-

eral thousand doing considerably more than $1,000,000 a year.

The net result is that, instead of every store doing as much as

$75,000, which would be the volume if all shared equally, no
less than 715,398 stores of the 1,520,429 which were in opera-

tion for the full year actually did less than $30,000 each. They
represented 47 per cent of all retail stores in 1948 but they

accounted for only 8 per cent of all retail sales.

As has been pointed out, the amount of money spent at

retail is not unlimited and it would therefore be impossible

for all merchants to do a large business, so long as we have
so many of them, even if all possessed the genius of a John
Wanamaker or a Marshall Field. It might therefore seem to

' See Chart I, p. 8, for the situation in 1939.
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be a gratuitous observation to refer to the appallingly large

number of independent retailers who would never be success-

ful even if there were enough volume available for all who
might merit it.

In other words, if the public buying-power were to be
doubled tomorrow, the great bulk of the additional funds

would be spent, in all probability, in the stores which enjoy

the lion's share of the present volume. The position of the rank

and file of the small independent merchants would not be
measurably improved.

And yet the make-up of our merchant class is important

because the fact that so many of them are doomed to medi-

ocrity or failure serves to explain a lot of things we want to

know more about.

It serves to explain (1) why we have so many small stores;

(2) why, despite the fact that we already have too many
stores, we could still use more good ones; and (3) why the

field was wide open for the chains when they came into the

picture and is still wide open for all the latent A. T. Stewarts,

Marshall Fields, John Wanamakers, Frank Woolworths and

J.
C. Penneys the present generation may provide.

Common experience confirms the opinions which have been

expressed on this point by all authorities on retailing.

"The ease with which entry may be made into the retail

business," declared Dr. Paul H. Nystrom, "throngs its chan-

nels with people who have no aptitude, no education, no ex-

perience, nor other necessary qualifications for this business.

The wonder to many students of the retail business is that

more do not fail."
®

When James L. Palmer^^ was professor of marketing at the

University of Chicago, in discussing the "Economic and
Social Aspects of Chain Stores," he said:"

"The business methods of most retailers and wholesalers

' Paul H. Nystrom, Economics of Retailing (New York: Ronald Press, 1930), 3rd

Edition, Vol. 1, p. 119.

^° Now president of Marshall Field & Co., Chicago.
" Journal of Business, University of Chicago, Vol. II, No. 3, July, 1929.
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prior to the development of chains were appalhngly wasteful.

Even after ten years of intensive chain competition, we find

many wholesale and retail distributors employing methods

which should have been obsolete decades ago. The fact that

some chains have been successful despite their own ineffi-

ciency rather than because of the perfection of their methods

certainly demonstrates conclusively the wastefulness of the

methods employed by some of our established institutions. It

is difiBcult for an impartial observer to become enthusiastic

about the preservation of individual enterprise in the field of

distribution if, in preserving it, we perpetuate the existence of

the host of incompetents that have been engaged in retail-

ing and wholesaling in the past."

Discussing particularly the independent merchant in the

grocery field, although what he says of the grocer undoubtedly

applies with equal force to small-scale retailers in general,

Carl N. Schmalz, then assistant director of the Harvard Bu-

reau of Business Research, now president of R. H. Steams Co.,

Boston department store, probably hit the nail squarely on the

head in the following summary of the small retailer's short-

comings:^^

"It seems, therefore, that independent grocery stores on

the whole have been poorly managed, and there is strong

reason for believing that this poor management has been

almost unavoidable.

"As a rule, independent grocery stores necessarily are

small,^^ so that the net earnings of each are strictly limited.

Nevertheless, their managers are confronted with practically

all the problems of any independent business.

"These men should have the knowledge, the judgment, and

courage necessary in formulating and executing sound finan-

cial policies, not only in interpreting local demand but also,

in changing fundamental conditions, in keeping sales and
^'Harvard Business Review, July, 1931.
^' This was written before the advent of the supermarket, which has changed the

picture somewhat for the progressive independent in the food field. But the obser-

vations still apply to small-scale retailers in all fields, including the food field.
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stocks in balance, in controlling expense and in granting

credit.

"These qualities are seldom found in a man able and willing

also to work long hours as salesperson, bookkeeper, janitor,

stock boy and general detail man.

"Because of these management problems and the small sales

volume, it is extremely difficult to make a single grocery store

yield an income in salary and profit sufficient to compensate

adequately the ability required to manage that store success-

fully.

"It seems reasonable to assume that many independent

stores have been, and will contu:jue to be, managed by men
incompetent to operate them at a profit, and that one may
expect a continuation of the high failure rates found by such

investigators as Nystrom and McGarry. The old system placed

an impossible biurden upon the independent retailer."

If the foregoing appraisals of independent merchants, as

a class, were reasonably accurate at the time they were made,

of which there can be little doubt, they go a long way to

explain why the chains grew so rapidly and account for the

relative strength the system has consistently displayed. By
contrast with the weaknesses so prevalent among the inde-

pendents, the advantages offered by the chains must have

seemed even bigger than they were to a large percentage of

the consuming public.

But, it may be asked, assuming that an individual lacks the

ability, the skill or the resources needed to enable him to

develop a large retail business, what is to prevent him from

performing a useful public service as a small retailer? Why
cannot he sell five or ten thousand dollars worth of mer-

chandise a year just as efficiently and as economically as

a larger operator might sell seventy-five or one hundred thou-

sand dollars a year?

The first answer is that, unless a retailer realizes at least a

fair volume of business, he cannot make both ends meet and
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must inevitably go on the rocks. Although many small stores

do manage to hang on year after year, they are the exception

and, even if they survive, they are not the kind of store the

public prefers to trade in. All stores, the smallest as well as

the largest, incur certain inescapable operating expenses-

rent, light, heat and wages. Such expenses, not to say any-

thing of a reasonable return to the proprietor on his invested

capital, can be covered only if the merchant does enough busi-

ness to pay for them after he has paid for the merchandise

itself.

Back in 1928, the U.S. Department of Commerce and the

U.S. Chamber of Commerce published the results of a census

of distribution it had made in eleven cities^^ as a pilot survey

in preparation for the nationwide census it was to make for

the year 1929. Commenting on the number of small-scale

retailers in the grocery field, the Department said:

"The average store with an annual volume of $5,000 has

little chance of surviving and, while the possibility of profit-

able operation increases with the annual volume, it is not until

we reach a volume of more than fifty thousand dollars that

more than mere existence seems possible."
^^

The significance of that comment is confirmed by various

studies on retail mortality. In Buffalo, for instance. Dr. Ed-

mund D. McGarry, of the University of Buffalo,^^ found that

between 1921 and 1928, 27 per cent of the independent drug-

gists that opened up in Buffalo passed out of business during

their first year; in the hardware field, 34 per cent; in the shoe

field, 44 per cent; and in the grocery field no less than 60

per cent.

Similar studies made in Louisville, revealing the same la-

mentable situation, led to the important Louisville Grocery

^* Retail and Wholesale Trade of Eleven Cities, Chamber of Commerce of the

United States, May, 1928, in conjunction with the U.S. Department of Commerce.
" See also U.S. Census of Distribution, 1929, Retail Trade, Vol. 1, for observations

on the plight of a retailer doing $12,000 a year.

" Mortality in Retail Trade, University of Buffalo, 1930.
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Survey, an investigation of distribution conditions made under

the auspices of the U.S. Department of Commerce and other

cooperating bodies.
^^

Of course, the main weakness of the small-scale retailer,

from the standpoint of the consumer, is that his prices are

inevitably higher than those charged by his larger competitors

and, generally speaking, his store will be a less attractive place

to shop in than the larger and more up-to-date establishments

operated by his competitors.

Turning now from the weaknesses of the small-scale retailer

to the specific elements of strength in large-scale retailing,

the advantages offered are not dependent upon the type of

operation involved. They are enjoyed by the independent

merchant who achieves large volume, whether through a

department store, a supermarket or in any other way, just as

they are by the mail-order houses and the chains.

Increased volume brings not only lower merchandise costs

by reason of quantity purchases but results in many other

operating and merchandising economies, although, of course,

there is a limit beyond which such economies are no longer

realized. The law of diminishing returns, which sets a limit

beyond which the benefits of mass production may cease to

exist, undoubtedly applies to mass distribution as well. But

at just what point a company, whether in production or distri-

bution, becomes too big for its own good is not easy to estab-

lish.

Up to the time this law of diminishing returns begins to

exert itself, however, the advantages of large scale retailing

are not to be doubted. Some of the more important ones may
be thus enumerated:

1. The large scale distributor buys both his merchandise

and his working equipment cheaper.

2. He can hire greater skill.

3. He can install more scientific methods and equipment.

4. He can resort to a more effective "division of labor."

"Louisville Grocery Survey, U.S. Department of Commerce, 1930.
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5. He can command credit more readily.

6. He can better withstand business losses.

7. He can operate on less profit per unit.

The character and importance of these advantages must in

most cases be more or less obvious.

Buying in large volume, for instance, results in a low^er price

because the seller can aflFord to share with the large buyer

what he saves in selling cost. Although the really big buyers

were once in a position to secure even greater price conces-

sions than the volume of their purchases warranted, the pas-

sage of the Robinson-Patman Act in 1936 has made all dis-

criminatory prices illegal unless they can be justified by actual

savings to the seller.^^ However, the very fact that this law,

which was designed to protect small buyers from uneconomic

advantages enjoyed by big buyers, recognized that quantity

purchases do justify lower prices emphasizes the natural ad-

vantage enjoyed by large-scale operators in this important

phase of their business.

The large operator can afford to employ the best brains

available because high salaries distributed over a large num-
ber of units involve a lower burden per unit than lower

salaries distributed among fewer units. That applies, too, to

the methods and systems he installs and the equipment he

uses. He commands greater credit and can better withstand

business losses because large-scale operation involves the use

of larger resources and the very size of the operation signi-

fies, even if it does not guarantee, greater stability.

But without question the greatest advantage accruing to

the large-scale distributor is that he can usually operate on

less profit per unit and still secure a satisfactory return on his

invested capital, because the scale of his operations is usu-

" The Robinson-Patman Act, which became effective June 19, 1936, amended the

Clayton Act of 1914. It contains the following proviso: "Provided, that nothing

herein contained shall prevent differentials which make only due allowance for dff-

ferences in the cost of manufacture, sale or delivery resulting from the differing

methods or quantities in which such commodities are to such purchasers sold or

dehvered."
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ally larger proportionally than the additional capital required

to finance them. A low rate of profit per unit, added to lower

merchandise costs resulting from quantity buying, and lower

operating costs per unit resulting from quantity selling, spells

lower prices to the consumer—a competitive advantage which

accounts in large measure for the success the chains have

achieved and works similarly to the advantage of other large-

scale operators/^

When we consider the advantages accruing from a more
effective "division of labor," some elaboration is necessary, for

that feature of mass distribution has probably been given less

credit for the results achieved than it deserves. If, for instance,

we turn to the chain-store system as an example of mass distri-

bution, the first thought in the minds of most people is that

the chains' advantage lies mainly if not wholly in their buy-

ing advantages as compared with their smaller competitors.

Without minimizing the value of quantity purchases, the

greater all-round efficiency a large-scale distributor achieves

by utilizing the principle of a division of labor probably means

far more to him in the long run than all his buying advantages.

Perhaps the best way to illustrate the advantages of a divi-

sion of labor in distribution is to see what happens when it

is not employed. The small-scale retailer provides a typical

example. He has to do practically everything himself, just as

a shoemaker had to produce a pair of shoes from start to finish

before the introduction of shoe-making machinery. He has

to select the location of his store, in the first place, although

he may have had no experience whatever in that direction.

" The amount of net profit per dollar of sales needed to produce a satisfactory

return on the invested capital depends upon various factors. One of the most im-

portant is the tiu-nover rate—the rapidity with which the capital invested in mer-

chandise can be recovered and reinvested. That, in turn, depends upon the kind of

merchandise involved. Naturally, the necessities of life move into consumption

faster than items which are less essential or are within the reach of fewer people.

Thus, an eflBcient grocery store operation can be successful with a net profit of as

little as 1 cent per dollar of sales, whereas an equally eflBcient operation in another

field, in which the turnover rate is slower, may require 5 cents or more per dollar

of sales to produce a satisfactory return on the invested capital.
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Then he has to lay it out and equip it. He has to buy his initial

stock of merchandise, relying mainly, perhaps, on the advice

of those from whom he buys.

With his stock of merchandise on hand, he has to trim his

windows, prepare his advertising, if he does any, open a set

of books, if he keeps any, grant credit, take care of collections,

superintend deliveries and wait on customers.

Once established in business, he must listen to visiting sales-

men and decide what lines to carry and how much of each;

he should be able to analyze his sales so as to determine what

items to push and which ones to discontinue; he has to watch

his competitors and he must handle his finances so that he may
meet his obligations and maintain his credit.

Obviously, no merchant, no matter how smart he is or how
hard he has tried to equip himself for all the manifold tasks

involved in the successful conduct of a store, can reasonably

expect to qualify as an expert in all its branches. He can

hardly be an expert buyer, an expert accountant, an expert

window-trimmer, an expert debt-collector, an expert advertis-

ing manager and an expert merchandiser, and even if he were

actually an expert in every one of these departments, he would

not have the time to capitalize his versatility.

Compare the situation of the typical small-scale retailer

with the division of labor which prevails where the volume

is great enough to require and to permit the employment of

specialists in each department.

In a typical chain-store organization, for instance, you have

a real-estate expert selecting the locations for the individual

units and securing the most advantageous terms in the lease.

You have merchandising specialists handling both the buy-

ing and the selling activities, a personnel director hiring the

help and supervising them, a display expert taking care of the

store windows and the interior arrangement of the merchan-

dise. Accounting, control, warehousing, transportation, sales

promotion, public relations, financial, construction and main-

tenance experts deal with their special fields. Trained execu-
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tives establish the chain's pohcies and see that they are carried

out. The store manager, who is the counterpart of the individ-

ual merchant so far as the public is concerned, can concen-

trate almost exclusively on selling.

Without any question, this division of labor, which is found

in the department store or in the large independent store of

any kind, as well as in the chains, and which is the direct

result of large-scale operation, is one of the principal advan-

tages of large-scale operation, although it is not generally

recognized as such.

But, it may be asked, while the best skill available may be
utilized by the large-scale operator, and while large-scale

operation might, indeed, be impossible without it, is it neces-

sary for a small store? It is not necessary, but without it the

small store must inevitably remain small. The only way out

for the individual retailer who is unable or unwilling to ex-

pand his operation is to aflBliate himself with some organiza-

tion, such as a voluntary chain, or a cooperative enterprise of

a similar type, which will give him the benefit of the expert

guidance and help he must lack as long as he plays a lone

hand.

Although a small-scale retailer can improve his position by
joining a voluntary chain, the full benefits of mass distribution

are available only to retailers large enough to utilize all of

them.""

The basis of chain-store strength lies primarily in the fact

that operating more than one store opens the way to greater

volume, with all the benefits which, as we have seen, flow

from it. But, in addition to operating more stores, the chains

have increased their volume per store in the various ways
which have been enumerated.

Whether the cost of bridging the gap between the producer

and the consumer via the old wholesaler-retailer channel is

greater than via the chain stores has been made the subject

"Cf. A. C. Hoffman, Large Scale Organization in the Food Indu^ries, Mono-
graph No. 35, T.N.E.C. Study, 1940, pp. 9, 10.
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of several studies. Although none of these comparisons of

operating costs is too satisfactory, even to their respective

authors, because of the absence of comparable data, the gen-

eral conclusion is that the consumer pays less for distribution

via the chain stores than via independent stores.^^

Of course, what is more important to the consumer are the

relative prices in the two types of stores—whether the lower

price is die result of buying advantages, operating economies,

or lower net profits, or a combination of any of those elements.

On that score, numerous studies have been made by impar-

tial authorities, including the Federal Trade Commission,^^

and the results show a consistent differential in favor of the

chains, although its extent varies in different kinds of stores,

lines of merchandise and geographical areas. Furthermore,

these differentials have undoubtedly narrowed in recent years

as a result of greater efficiency on the part of independent

stores achieved through affiliation with voluntary chains and

in other ways.

After reviewing no less than seventeen different compara-

tive price studies made by others as well as a special study

they undertook themselves. Profs. Beckman and Nolen, in

their book The Chain Store Problem,^^ reached the follow-

ing signfficant conclusion:

"From the data presented and analyzed in the present and

preceding chapters there can be little doubt that chain stores

substantially undersell their independent competitors. In

every line of trade that has been studied the chains enjoy a

price differential that increases, though not in exact propor-

tion, with the number of units operated. . . . Another sig-

nfficant factor is that the independent merchants are appar-

ently finding ways and means to cut down the chain price dif-

'^ Expenses and Profits in the Chain Grocery Business, 1929, Bulletin No. 84,

Bureau of Business Research, Harvard University, June, 1931.

"Federal Trade Commission: "Chain Store Inquiry—^Prices and Margins of

Chain and Independent Distributors," Vol. IV, 1933, 1934; The Chain Store Tells

Its Story, op. cit., pp. 106, 116, 122, 124.

" The Chain Store Problem, op. cit., p. 136.
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ferential. The earlier studies revealed consistently wider price

differences than the more recent ones."

A realistic, but striking, recognition of the fact that these

differentials still obtained, in the grocery field, at any rate, as

late as 1945 was the Office of Price Administration's classi-

fication of grocery stores, by type of operation and sales per

store, as a basis for a differential in price ceilings.^*

The retail markups established for Group 3, comprising

chain stores doing less than $250,000, and Group 4 comprising

all retailers doing more than $250,000, were substantially

lower than those established for Group 1, comprising inde-

pendent stores doing under $50,000, or Group 2, comprising

independent stores doing between $50,000 and $250,000.

The differential varied from one group of commodities to

another, but in some cases the markup set for Groups 1 and

2 was 100 per cent or more higher than that set for Groups

3 and 4. On sugar, for instance, the markups (the addition to

the wholesale price to make the retail price) for Groups 1, 2, 3

and 4 were 17 per cent, 12 per cent, 7 per cent, and 6 per

cent respectively; on canned milk, 20 per cent, 20 per cent, 10

per cent and 9 per cent; breakfast cereals, 22 per cent, 20 per

cent, 13 per cent and 11 per cent; lard, 20 per cent, 18 per

cent, 13 per cent and 10 per cent; and coffee, 17 per cent, 17

per cent, 12 per cent and 11 per cent.

Thus, for the first time, with the Government in complete

control of the nation's food supply and price structure, the

economies made possible by large-scale distribution—the eco-

nomic facts of life—were oflBcially applied in a practical way.

And in 1951, when price control was again invoked, the Office

of Price Stabilization,—OPA's counterpart—again classified

grocery stores by type of operation and sales volume as had

been done in 1945.

But the fact that the chain-store system rested upon a sound

foundation was not enough to justify its existence in the eyes

of those who were bound to feel the effect of chain-store com-

** O.P.A. Maximum Price Regulations 422 and 423, February 3, 1945.
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petition. Slowly at first but more rapidly as the tempo of chain-

store growth quickened, a wave of anti-chain agitation spread

through the country. The chains are still feeling some of the

consequences of that crusade, as will be shown in succeeding

chapters but, fortunately for them, the hue and cry died down
appreciably ten years ago and is hardly likely to be revived.
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CHAPTER VI

THE CHAINS ENCOUNTER

OPPOSITION

At the turn of the century the number of chain stores

in operation in all fields was negligible. Certainly at that time

nobody could have foreseen how quickly the chain-store idea

was to spread and grow, and only the most imaginative and

timorous could have regarded it as posing a threat to the exist-

ing order.

Shortly after the turn of the century, however, as has been

pointed out, the situation began to take on a new aspect. Not

only did the chains then in existence begin to expand at

a somewhat faster rate, but the possibilities of the chain-

store idea began to attract newcomers in increasing numbers.

What is more to the point, some of the newcomers made a

more spectacular entrance than their predecessors had done.

This trend brought into the picture not only new chains but

new kinds of stores, new standards of retailing and more ag-

gressive forms of merchandising.

Outstanding in this category was the United Cigar Stores

Company, which opened its first store in New York in 1901.

The story of its conception, its plans, its principles and its re-

markable growth in the 25 years which followed was told on

the occasion of its 25th anniversary by Herbert S. Collins, its

vice-president and one of its founders.^

According to Mr. Collins, the idea of the chain originated

with George
J.
Whelan in 1900. At that time he was in the

wholesale cigar business in Syracuse, N.Y., and, in addition,

' Chain Store Age, May, 1926, p. 13.
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had been running a retail cigar store there since 1892. The
remarkable success of that store, which was years ahead of

cigar stores of that period, suggested to Mr. Whelan that the

retail tobacco trade was ripe for reform.

"The average cigar store of that time," Mr. Collins recalled,

*Tiardly deserved to be called a store at all. Certainly it fol-

lowed none of the fundamental principles of retail merchan-

dising which even the poorest merchant recognizes today. It

was inadequately stocked, the fixtures were of the most primi-

tive kind, and little or no attempt was made at window or

inside display. The principal attraction consisted of a row of

chairs and cuspidors, newspapers and magazines for the con-

venience of idlers who elected to congregate there. An empty

carton or two and several theatrical posters comprised the

usual contents of the windows, and, but for the wooden
Indian outside the store, the passerby would hardly have

been able to tell whether it was a cigar store or a real estate

oflBce."

But Mr. Whelan's store was different. It had no wooden
Indian and no chairs for loafers. Indeed, signs around the

store announced: "No loafing, all room needed for business."

The windows were tastefully stocked with cigars, cigarettes,

pipes and tobacco, and, instead of theatrical posters, attrac-

tive signs announcing special sales or the contests which Mr.

Whelan was constantly staging were conspicuously displayed.

Sales averaged about $250 a day—a tremendous volume for

those days.

In 1900, came the big idea. If a cigar store run along these

original lines worked out so profitably in Syracuse, v^hy not

duplicate it elsewhere? Why not establish a chain of them

throughout the country?

A second store was accordingly opened in Elmira and, in

quick succession, others in Utica, Troy and Auburn. They

were all money-makers right from the start.

The following year, Mr. Whelan and his associates opened

an office in New York and laid their plans for organizing the
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United Cigar Stores Company. Within a very few months the

corporation was launched with a capital stock of $2,000,000.

The first store to bear the name that was to make chain-

store history opened on Nassau Street, New York, that year.

It was only ten feet wide, with a 7-foot window, but it was

set up after the style which had proved so successful in the

Whelan stores upstate.

The underlying principles of the new venture were ( 1 ) to

sell the best cigar to be had for the price asked and to sell

smoking and chewing tobacco for less than it could be ob-

Table 9

SALES OF UNITED CIGAR STORES
COMPANY, 1901-1925

1901 $ 93,374 1914 29,902,712

1902 1,754,593 1915 31,038,849

1903 6,025,489 1916 35,822,984

1904 7,243,729 1917 42,913,234

1905 9,839,231 1918 52,035,735

1906 12,727,906 1919 61,874,070

1907 16,532,307 1920 78,918,582

1908 16,881,596 1921 76,521,198

1909 18,871,531 1922 72,484,254

1910 21,774,538 1923 74,199,273

1911 24,383,827 1924 79,738,566

1912 26,718,281 1925 85,060,104

1918 29,574,950

tained elsewhere; (2) to operate on a cash basis; and (3) to

extend genuine courtesy and service to customers.

Within a few days after the first store was opened, seven

more were bought from an operator who had been running

them along the old lines. The kind of stores they were is indi-

cated, Mr. Collins pointed out, by the fact that the value of

the stock and fixtures in all seven totalled less than $6,000.

From that time on, the chain spread as rapidly as suitable

locations could be secured. How rapid that was is revealed

in Table 9, showing the company's growth in sales year by
year from 1901 to 1925.
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"We had plenty of opposition," Mr. Collins noted. "The
independents fought us tooth and nail—not because we were
a chain but because we were supposed to be the outlet for

the 'tobacco trust.' In those trust-busting days, it was the

easiest thing in the world to raise a hue and cry against any-

thing connected with 'the interests' and the 'tobacco trust'

was regarded as one of the wickedest of them all."

But, as the sales record indicates, the louder the indepen-

dents protested against the new cigar stores, the more eagerly

the public flocked to them.

However, even though the complaints of the independent

tobacconists failed to move the public, they could hardly have

gone unnoticed by independent retailers in other fields. How
soon would it be, they must have asked themselves, before

some equally revolutionary type of store or method of mer-

chandising appeared in their own fields?

So far as organized efforts to check the encroachment of

chain stores were concerned, the most determined, at that

time, appeared in the drug and grocery fields.

In the drug field, however, the effort was directed not

against the chains, as such, but against "price-cutters" in gen-

eral. Certainly the development of the drug chains prior to

1910 was negligible enough to have given the established

order little cause for alarm so far as normal competition was
concerned. But when it became apparent that the newcomers

were to be aggressive merchandisers, lining up with the cut-

rate independents and department stores, who had long been

a thorn in the side of the trade as a whole, the character of

their competition rather than its volume was naturally a most

disturbing factor.

That the price-cutting evil had plagued the drug trade long

before the drug chains came into the picture, is revealed by
the drastic measures the National Wholesale Druggists As-

sociation took to cope with it as far back as 1882 and even

earlier. By influencing manufacturers of patent medicines and

proprietaries—the principal items exploited by the price-cut-
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ters—to confine their sales to members of their association,

who by their membership agreed to maintain standard prices,

the NWDA was able to keep the evil within reasonable

bounds. Their hand was strengthened when their methods

were upheld by the N.Y. Court of Appeals^ when a price-cut-

ter claimed he had been "boycotted" by the association be-

cause he was not on the association's approved list. On the

contrary, decided the Court, whatever "boycott" existed was

of his own making, for all he had to do to get all the merchan-

dise he needed was to give up his price-cutting practices and

join the association.

In the fight against price-cutting, the manufacturers of

many patent medicines and proprietaries cooperated fully

with the regular distributors. They developed all sorts of

"agency" and other plans designed to confine the sales of

their produces to wholesalers who agreed ( 1 ) to maintain es-

tablished wholesale prices; and (2) to sell only to retailers

who had likewise agreed to maintain established retail prices.

Despite these determined and persistent eflForts of both

manufacturers and wholesalers, the cut-rate stores somehow
managed to get at least enough of the protected items to en-

able them to feature their cut-price offerings constantly and

conspicuously.

When the drug chains came into the picture, they had no

other practical course but to join the price-cutters. How could

they pass on to the public the economies made possible by
chain-store operation unless they sold for less? And how
could they drive home more effectively the fact that their

prices really were lower than by featuring standard items

below the prices which the independents generally were re-

quired by their sources of supply to maintain?

It is not surprising, therefore, that one of the many cases

instituted by manufacturers against price-cutters in the days

when price-maintenance agreements were held to be lawful

(so far, at least, as proprietaries and patent medicines were

•Park V. NWDA, 175 N.Y. 1.
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concerned) was directed against one of the pioneer drug
chains—the Jaynes Drug Co., which not only conducted a

wholesale drug business but had launched a chain of drug
stores in Boston. The manufacturer complained that Jaynes

was getting its supplies of plaintiff's products from wholesalers

who had agreed not to sell them to price-cutters, and was
instrumental, therefore, in getting such wholesalers to violate

their contracts. The injunction was granted on December 12,

1906,^ the court overruling the chain's contention that such

contracts were invalid because they restrained competition

in violation of the Sherman Anti-Trust Act.

But this victory, and similar decisions won by the manu-
facturer of "Peruna," ^ were short-lived, for, in 1911,^ the U.S.

Supreme Court decided unequivocally that all kinds of price-

maintenance agreements were invalid except those involv-

ing items covered by patents or copyrights—and "patent"

medicines and proprietaries did not come within that cate-

gory.

In the face of that decision, the fight against price-cutters

had to take a new tack. The only way price maintenance could

be achieved legally now was through legislation specifically

authorizing it. From that time on, various bills were intro-

duced in Congress to achieve the desired objective, but al-

though some of them got to the stage of public hearings, none

was ever enacted. Not until 42 States had legalized price

maintenance through what were know as Fair Trade Acts

did Congress add its blessing by recognizing such contracts

in the Miller-Tydings Act of 1937.

The story of the long effort to legalize price maintenance

is pertinent here only because the aggressive competition of

the chains, and particularly the drug chains, was constantly

held up as the horrible example of what made legalized price

maintenance necessary.

«Dr. Miles Medical Co. v. Jaynes, 149 Fed. R. 838 (1906).

*Park V. Hartman, 145 Fed. R. 358 (1906); reversed 153 Fed. R. 24 (1907).

•Dr. Miles Medical Co. v. John D. Park & Sons Co., 220 U.S. 373 (1911).
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Strangely enough, however, not many years were to pass

before the drug chains, to whom price-cutting was supposed

to be so vital, joined the independents in a nationwide de-

mand for legislation designed to eliminate or curtail it. They
have been among the strongest supporters of Fair Trade, as

price maintenance came to be known, ever since.

Undoubtedly the coming of the depression and its effect

on retail sales in general had much to do with the drug chains'

change of attitude. What happened is clearly shown by an

analysis of the operating results in chain drug stores made by
the Harvard Bureau of Business Research for the years 1929,

1931 and 1932. It showed that whereas average sales per store

of $116,400 in 1929 had yielded a typical net profit of 3 per

cent, average sales dropped to $105,000 in 1931 and showed

a fractional net loss; and to $90,398 in 1932, with a typical

net loss of nearly 3 per cent!

Under such conditions, cut-price merchandising lost much
of its attraction. When price appeal failed to produce the vol-

ume needed to sustain it, it had little to commend it. The situ-

ation was further aggravated by the impact of a new and

formidable type of price-cutter in the shape of what were,

called "pine-boards." These crudely set up outlets featured

nationally advertised proprietaires, toiletries and other drug-

store products at deep-cut prices which the chains were no

longer interested in meeting.

At any rate, in 1932, the late Charles R. Walgreen came
out publicly for legalized price maintenance. His stand was
quickly endorsed by George M. Gales,* president of Louis K.

Liggett Co., Malcolm G. Gibbs, president of Peoples Drug
Stores, and other leading drug-chain operators.

The ensuing campaign for Fair Trade laws in state legisla-

tures, with the chains lined up with the independent drug-

gists, was singularly successful. Before many years were to

pass, no less than 45 States had enacted such laws. When the

first law of the kind, passed in California in 1931, proved

abortive, because all it did was to legalize price contracts be-
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tween those who would sign them, leaving untouched the

price-cutters who naturally refused to sign such a contract, the

weakness was eliminated by an amendment in 1933. The new
California law made a price-maintenance contract with even

a single retailer binding on all retailers in the state whether

they were parties to it or not. Then the big question was

whether such a unique provision was constitutional. In De-

cember, 1936, the U.S. Supreme Court held that it was.^

In the meanwhile, other states had followed California's

lead. Then, in 1937, came the Miller-Tydings Act, which has

already been mentioned, and which removed the sole remain-

ing obstacle to a widespread adoption of Fair Trade in the

drug trade—the conflicting provisions of the Federal laws con-

demning price maintenance in interstate commerce.

But to get back to the days when the drug chains could

and did cut prices without restraint, their aggressive competi-

tion incurred deep resentment on the part of their indepen-

dent competitors and the wholesale druggists who supplied

them.

How far this feeling had developed by 1914 is indicated

by the comprehensive series of articles by Charles W. Hurd
and M. M. Zimmerman, then of the editorial staff of Printers'

Ink, published in successive issues of that weekly, beginning

with that of September 10, 1914.

The first article in the series was entitled: "Why Advertisers

Must Give Chain Store Growth Their Serious Attention."

It pointed out that the system then consisted of no less than

2,000 chains with some 20,000 stores. Among them it listed

United Cigar Stores Company with 900, Great Atlantic &
Pacific Tea Company with 800, F. W. Woolworth Company
with 774, and the Riker-Hegeman drug chain with 105 and

"growing at the rate of more than three a month."

Why this development was believed to be "portentous to

advertising" was thus explained:

• The Pep Boys v. Pyroil Sales Co., Inc., and Kunsman v. Factor & Co., 229 U.S.

198 (1936).
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"That the profound change in trade channels which these

developments mark is portentous to advertising cannot be

doubted. Consider them and their results. Unusual ability,

no doubt, from the start; from that to system and standardiza-

tion; thence to direct buying in quantity and special discounts;

then on to price-cutting and the promotion of private brands

—these are the undisputed means and methods of the majority

of them."

Referring to the chains as a "new and formidable power

in business," the authors pointed out that they had been

strengthened by the rulings of the Supreme Court virtually

forbidding price maintenance, and asserted that "there is no

wonder it has swelled the uneasiness to alarm and sent the

manufacturers, jobbers and independent retailers to Congress

for relief. The legislation embodied in the Stevens bill, the

Metz bill and perhaps the Clayton bill, to name no others,

is a direct assault upon all types of concentrated retailing," by
which they referred to the chains, department stores and mail-

order houses.

In the second article, reference was made to a circular said

to have been sent to grocery jobbers by one of the leading

manufacturers of a nationally advertised breakfast cereal.

"Any jobber is blind who shuts his eyes to the increasing

menace of the chains," it read, "a menace to your business far

more than to ours.

"Think a moment. What has become of the old comer tobac-

conist? Answer: United Cigar Stores. What has become of the

old 'home-cooking' restaurants in so many cities? Answer:

Child's, $12,000,000 (backed by Standard Oil) and Thomp-
son's, $6,000,000—to say nothing of several others. Big Busi-

ness (United Drug Company and Riker-Hegeman) already

dominates the drug stores of New York, Boston and Chicago."

And then the authors add that the bare possibility that the

cereal company in question "may end its long fight against the

price-cutting chain stores in the grocery field by throwing

overboard its famous 'square deal' policy and surrendering to
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them is really momentous news. It gives us a measure of the

growing strength of the chains, as well as the weakness or in-

diflFerence of the jobbers, to say nothing of the other elements

in the field."

But the efforts of leading grocery manufacturers to protect

their traditional channels of distribution by refusing to sell

direct to the chains persisted for many years thereafter. That

their policy was dictated by the pressures exerted on them by

wholesalers rather than by any desire on their part to handi-

cap the chains is suggested clearly enough by some of the

cases which grew out of the activities of wholesalers' associa-

tions in various parts of the country.

Thus, in 1922, the Federal Trade Commission ordered the

Wholesale Grocers Association of El Paso to cease and desist

from influencing manufacturers not to sell direct to Standard

Grocery Co., which had been founded in 1916, and had a

chain of six stores in El Paso besides running a regular whole-

sale grocery business. The order was sustained by the Court

which pointed out that "the combining of wholesaling and re-

tailing is not a novelty and is not unlawful."
"^

In Southern California, on April 2, 1924, the United States

asked for an injunction against Ae Southern California Whole-

sale Grocers Association, a food-broker's association, and oth-

ers, alleging that for the preceding three years they had in-

fluenced manufacturers to refuse to sell direct to chains. After

a trial lasting four weeks. Federal Judge W. P. James granted

the injunction, although he conceded that it might be true, as

the defendants contended, that "the practice of the chain

stores to attract business by advertising and selling certain

lines at close to non-profit prices disturbed the system of re-

tail business."
^

Along the same lines was a complaint filed by the Federal

Trade Commission against the Arkansas Wholesale Grocers

Association on September 13, 1924. It charged that the whole-

' Wholesale Groc. Assn. i;. Fed. Trade Commn., 277 Fed. R. 657 (1922).

'U.S. V. So. Calif., Wholesale Grocers Assn., 7 Fed. (2nd) 944 (1925).
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salers had designated "the channel of distribution commenc-

ing with the manufacturer or producer, flowing thence to the

wholesaler, from the wholesaler to the retailer and from the

retailer to the consuming public, as the only regular and legit-

imate channel of distribution," and had brought pressure to

bear on manufacturers who dealt with "irregular" channels by

threatened "boycott" and other coercive means.

Typical of the methods used was a bulletin of January 9,

1922, sent by the association to its members, containing the

following suggestion:

"We hope that all wholesale grocers will look over their list

of manufacturers from whom they buy and see the ones that

are selling the chain stores at the same price they are selling

the wholesale grocer. When you buy from them, you give

them the club that they are pounding you with and the club

that they pound the retailer with."

An earlier bulletin, November 3, 1921, referred to a list of

"undesirables" published in a trade paper, Duncans Trade

Register, and added "that is what he terms the manufacturers

who are selling the chain stores at the prices they sell the

wholesaler," urging members to subscribe to the paper in or-

der to get the list.

The Federal Trade Commission issued an order requiring

the wholesalers to cease and desist the activities in question,

and the Court upheld it.^

But the chains did not rely upon the Government to fight

their battles for them. Instead they took their case right to the

manufacturers themselves.

The interesting story of this phase of their early struggles

was told in some detail by Arthur C. Jones, back in 1925. At
that time, he was the president of his own chain. The Piggly-

Wiggly California Co., and also secretary and treasurer of

the Western States Grocers' Association.

"During the year 1921, the chain operators of Los Angeles

seriously considered the matter of buying direct from manu-
• Arkansas Wholesale Grocers Assn. v. Fed. Trade Commn., 18 Fed. (2nd) 866.
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facturers," he declared/^ "but met with such a determined re-

sistance from local wholesaler trade and brokers that it was
thought that little could be done about the matter then.

"However, in September, 1921, J.
A. Daley, president of

Daley's, Inc., E. F. Stanton, president of Bay Cities Merc. Co.,

Sam Seelig, president of Sam Seelig Co. [predecessor of Safe-

way Stores], F. E. ChaflFee, president of Chaffee's, Inc., and

myself went in a body to San Francisco and Seattle and thence

eastward to Chicago, Detroit and New York, stopping off at

intermediate points wherever there was a manufacturer of im-

portance."

This task force, as it would be called today, represented at

the time about 200 stores doing about $10,000,000 a year. Four

years later, the same group had 650 stores and was doing some

$40,000,000 a year.

Altogether, the group called on 60 manufacturers, and Mr.

Jones records that most of them reacted unfavorably. How-
ever five of them were won over and agreed to sell the chains

direct and did so from that time on.

The arguments presented by the task force covered four

main points:

1. If the grocery chains grew as big as their early history

indicated they would, no wholesale grocer could carry ade-

quate warehouse stocks to meet the chains' requirements.

2. If the wholesaler did not actually warehouse the mer-
chandise but had it delivered by manufacturers direct to the

chains' own warehouses, why should the chains pay middle-

men for doing something they did not do?
3. The chains had reached the point where it was essential

that they could be assured of an uninterrupted supply at

prices that were economically sound, but unless they bought
direct, they were at the mercy of middlemen.

4. The consumer had a right to enjoy whatever savings the

chain-store system of distribution made possible, and even-

tually the consumer must be served.

" Chain Store Age, November, 1925, p. 11.
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Of course, the chains did not fail to point out that if the

manufacturers of national brands refused to heed these argu-

ments, the chains would be forced to deal with smaller firms

who would sell them direct, and the day would come when
the chains could get along without the national brands or

without being dependent upon them.

"In the case of a well-known dessert, where the manufac-

turer refused and still refuses to sell us direct," Mr. Jones illus-

trated, "the chains have fostered and established here a local

product and it now ranks ahead of the national brand both

with independent retailers and chains. And this national prod-

uct is as well known all over the country as any product you

can name."

Undismayed by the cool reception they got in 1921, in the

fall of the following year the task force made the same trip

again and the same visits. The result was that fifteen more

manufacturers agreed to sell the chains direct.

Having achieved so much with the buying power of only

five chains behind them, the group then called a meeting of

the 26 chains operating at that time in the western states, and

organized the Western State Chain Grocers' Association. It

represented 685 stores.

From that time on, more and more manufacturers changed

their policy regarding selling the chain direct and, although

at the time Mr. Jones wrote tfie article in question, there were

still some important manufacturers who refused to recognize

the chains, it was not long before practically all of them fell

into line.

A by-product of the chains' direct approach to the man-
ufacturers was an investigation by the Federal authorities

of the activities of the wholesalers and brokers which had
brought it about. That investigation resulted in the suit against

the wholesalers to which reference has previously been made.

Incidentally, Mr. Jones notes that the 26 members of the

association then had 1,621 stores in operation, with a volume

of more than $100,000,000 a year, compared with the 685
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stores they had only three years earlier. He attributed the ra-

pidity of their growth at that time to the fact that they were

able to get the necessities of life to the consumer cheaper than

had been possible before because they were able to "perform

the functions of both wholesaler and retailer at one cost."

So much for the earlier reactions of the established order to

the challenge of the chains. As has been shown, the first steps

taken by the wholesalers in both the grocery and the drug

fields were confined to entrenching themselves with manu-

facturers as the only "regular and legitimate" channel of dis-

tribution. When the drug trade found that its efforts to halt

price-cutting was nullified by the Supreme Court decision con-

demning price maintenance as illegal and the wholesale gro-

cers found that they could not legally work on manufacturers

to hold the line, other steps were naturally discussed.

In the second decade of the century, chain-store expansion

in all lines had been so active that by the early '20s the

movement was being widely discussed as a menace to the ex-

isting order. Without any legal means to curb price-cutting

and with the chains' right to buy direct now beginning to be

recognized by manufacturers and producers in almost all lines,

about the only possible way left to check further chain-store

growth would be through the legislatures. It is not surprising,

therefore, that at the convention of the National Association

of Retail Grocers, at Los Angeles, in 1922,^^ it was openly

suggested that "there ought to be a law" to limit the number
of chain stores permitted in any one community.

What followed that suggestion, whether as a result of it or

not, made chain-store history for many years thereafter—

a

period which was to prove extremely difficult and costly to the

chains but from which they were to emerge the stronger, per-

haps, for their tribulations.

" Hayward and White, Chain Stores ( McGraw-Hill Book Company, New York,

1925), 2nd Edition, p. 393.



CHAPTER VII

"THERE OUGHT TO BE

A LAW"

The history of retailing reveals that every innovation

in distribution methods has been opposed by those fearful of

its impact on the existing order. Department stores, mail-order

houses, house-to-house sellers and, most recently, the super-

markets, each in turn ran into more or less organized opposi-

tion. Almost invariably the state legislatures were appealed to

for special taxes or other restrictive measures designed to

check the new method of distribution or to stop it altogether.^

But nothing of this kind ever approached in intensity or

scope what the chains ran into. The rapidity of their growth

between 1910 and 1920, coupled with the price-cutting which

many of them practiced, made them the target for plenty of

criticism from manufacturers, wholesalers and independent

retailers, but no definite effort to check their progress other

than indirectly seems to have been made before the early '20s.

True enough, the chain-store "menace" was given as one of

the principal reasons for proposed legislation to end the pred-

atory price-cutting evil, but nobody had gone so far as to sug-

gest a more direct attack on the chains themselves.

In 1922, however, at the convention of the National Associa-

tion of Retail Grocers at Los Angeles^ it was openly suggested

that the number of chain stores in any community should be

limited by law.

* John P. Nichols, The Chain Store Tells Its Story (Institute of Distribution, New
York, 1940) p, 127.

* See p. 112, supra,
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No doubt the idea appealed strongly to the grocers who
heard it proposed, but how was it to be implemented?

Two approaches naturally presented themselves. The first

would be a law flatly prohibiting the operation of more than

one store, or more than some other specified number of stores,

by a single owner. The second, less drastic but potentially as

effective, would be to use the States' taxing power to impose

special license taxes on chain stores severe enough to make the

opening of additional stores too expensive to permit profitable

operation.

The trouble with either approach, however, as the anti-

chain forces must have been advised by their lawyers, was

that such a law might be held unconstitutional.^ The Four-

teenth Amendment of the Constitution forbids any State to

deprive any person of Hfe, liberty or property without due

process of law or to deny to any person the equal protection of

the laws.

Obviously the chains would claim that a flat prohibition

against operating more than a given number of stores would

be a denial of their right to engage in a legitimate activity; and

special taxes aimed at the chains alone would be assailed, in

turn, on the ground that they violated the constitutional guar-

antee of the equal protection of the laws to all.

The only grounds upon which such laws could possibly be

sustained would be ( 1 ) that they represented a valid exercise

of the State's police power—the power which every State has

to take whatever measures are necessary to preserve the pub-

lic health, security, morals or general welfare; and (2) al-

though the equal protection of the laws demands that taxes

shall be levied equally upon all who fall within the same clas-

sification, tax equality is not necessary as between those who
fall within different classifications—and independent stores

and chain stores might reasonably be classified differently for

taxation purposes.

* See views expressed by Charles Wesley Dunn, general counsel for the National

Association of Retail Grocers, 1928, p. 148 post.
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In any event, however, the suggestion made at the Los

Angeles convention seems to have been taken seriously by at

least one delegation. The Missouri grocers promptly secured

the introduction of an anti-chain-store bill in the very next ses-

sion of their legislature.^

This bill was a particularly vicious one, too. It provided for

a tax of $50 on the third store (in the State), $100 on the

fourth, $200 on the fifth, and so on. By that rate of geometric

progression, the tax on the tenth store would have been

$6,400!

The bill was disapproved by the House Committee by a

vote of eight to two, but the Senate Committee approved it.

Public hearings were held and testimony was offered showing

that chain-store overhead and chain-store prices were both

substantially lower than those of their competitors. Compara-

tive prices of 32 well-known grocery items, as of February 20,

1923, were used to establish a substantial differential in favor

of the chains.

The bill did not pass. If, however, its introduction gives Mis-

souri the distinction of having been the first State to consider

the enactment of such a law, it should not be overlooked that

Missouri was likewise the first State to kill such a proposal.

Furthermore, Missouri shares with nineteen other States the

distinction of never having enacted an anti-chain measure of

any kind.

The next year a milder type of anti-chain law was intro-

duced in the Virginia legislature by Senator Saxon Holt of

Newport News.^ It provided that chain stores in communities

of 2,500 population or more should pay a tax of $15 on every

$1,000 worth of merchandise purchased, if only for two stores,

and $20 for every $1,000 worth of merchandise purchased if

three or more stores wei:e operated. The fate of the bill is not

recorded, but apparently it failed.

Two anti-chain bills are reported to have been introduced

* Hayward and White, Chain Stores, supra, p. 363.
• Retail Ledger, Philadelphia, February 1, 1924.
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in 1925,^ and another in 1926, but references to them do not

identify the States involved. All three failed to pass.

Then in 1927, by which time the hue and cry against chain

stores had gained rapidly in volume, no less than thirteen bills

aimed at the chains were offered in various State legislatures,

including Alabama, Arkansas, Illinois, Iowa, Georgia, Kansas,

Maryland, North Carolina, Pennsylvania and Wisconsin.

Three of them, Maryland, North Carolina and Georgia, passed

bills aimed at chain stores in general. A fourth, Pennsylvania,

passed one aimed only at chain drug stores.

The Maryland law is of special interest because it went after

its objective head on. It flatly prohibited the operation of more

than five chain stores in Allegany County by any individual or

corporation and, for full measure, it also imposed a license fee

of $500 on each chain store operated. The same type of bill

was considered that year in Arkansas, Iowa, Kansas and Wis-

consin, but only the Maryland bill was enacted.'^

Obviously the Maryland law would have achieved its pur-

pose effectively, and the chains could not permit it to stand un-

challenged.

Accordingly an action was promptly started by the Key-

stone Grocery & Tea Co. in die Circuit Court of Allegany

County to have the law declared unconstitutional.^ Other

chains, including the F. W. Woolworth Company, which filed

a brief, supported the proceeding, for a favorable outcome

was obviously of the utmost importance if the chains were to

continue to function.

The Keystone company had been established in 1917, and

in the ten years of its existence had grown to the point where

it had 210 stores in all, although only nine of them were in

•All data relating to anti-chain-store legislation is drawn from the Retailers

Manual of Taxes and Regulations, 1950 ed., compiled and published by Institute

of Distribution and Limited Price Variety Stores Association, New York.

' Chain Store Age, June, 1927.

"Keystone Grocery & Tea Co. v. Huster, unreported, but appearing in the in-

valuable collection of cases entitled Chain Stores in the Law Courts, compiled by

E. W. Simms, of White & Simms, for the Institute of Distribution, 1939, p. 1.
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Allegany County. Under the law in question, it was confronted

with the alternative of closing four stores and paying an an-

nual tax of $500 on each of the five retained, or being found

guilty of a misdemeanor.

On April 21, 1928, Judge Albert A. Doub handed down his

decision. Recognizing the far-reaching significance of the

issues involved, he wrote an extensive opinion. He declared:

"This seems to be the first case in which a statute dealing

with the chain stores has been considered by any of the Courts

of this country except the case of The Great Atlantic & Pacific

Tea Company v. Doughton, Commissioner of Revenue of

North Carolina, in the Superior Court of Wake County, North

Carolina. The Act there passed on was one to impose a spe-

cial license tax on owners of six stores or more, while such tax

was not imposed on owners of five stores or less, and the

Court held the act to be unconstitutional and void. No
opinion was filed but the findings of facts showed the prin-

ciples involved in the case before us, or most of them, were
considered and the act was declared to be unconstitutional

and void."

Considering the chain's claim that the law in question vio-

lated the Fourteenth Amendment of the Constitution, Judge

Doub said:

"The plaintiff is engaged in an innocent, ordinary, useful

and necessary business, permitted and authorized by the laws

of this State and every other State. It has made substantial

investments in merchandise, stock, legal obligations and com-
mitments for leases and intangible property, in organizing its

business and building up its good will. These investments, to

the extent of all nine chain stores, will be substantially im-

paired by the provisions of this statute. As far as the five

stores are concerned the effect of the license fee of five hun-
dred dollars will be to impair the profits on the investment to

a very material degree and the owners will evidently be de-

prived of property under the provisions of the first and second
sections of the Act. One store in the city of Cumberland may
pay a tax of twenty dollars [a tax levied on all retailers based
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on amount of inventory carried] while the chain store will be
required to pay a license tax of five hundred and twenty dol-

lars, although both of them are engaged in the same general

business, conducting it in substantially the same manner,

having the same amount of capital invested, subject to the

same losses and perhaps able to secure, as a result of the

business, similar profits. It is impossible to declare that both

of them will receive, if this Act is to be enforced, the equal

protection of the laws as required by the Fourteenth Amend-
ment of the Constitution."

Judge Doub pointed out further that as "there is nothing

characteristic of the chain store that makes it peculiarly and

essentially different in organization, in plan or in method of

doing business from other stores similarly organized but not

classified as chain stores," the law represented an unreason-

able and unjustifiable discrimination between the chain stores

and other stores of the same general class.

Furthermore, the Court decided that a license tax of $500

was so out of line with customary mercantile license taxes

that it was "unreasonable, oppressive and confiscatory," par-

ticularly as it was a flat charge without relation to locality, in-

ventory value, sales or profits.

Of course it was contended in behalf of the law that, even

though it did discriminate against chain stores, such discrimi-

nation was justified as an exercise by the State of its "police

power."

But Judge Doub couldn't see it that way. Said he:

"What is there in the terms of the Act that bears upon
public order, security, health or morals? It is not directed

against any of the practices alleged to be peculiar to the

chain-store business and charged to be objectionable. It re-

cites in the title that the object is to limit the number of chain

stores and, to provide an additional license fee and penalties.

Its purpose is not regulation, not correction of abuses and not

the prevention of monopoly, but reduction of certain classes

of stores (and raising revenue) of any conceivable size, con-

ducted under any conceivable plan, for one organization in
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Allegany County. It permits the five chain stores to indulge

in all the practices said to be objectionable, provided only

five are guilty of such alleged offenses. All of the five chain

stores may be located in the city of Cumberland or of Frost-

burg. They may be permitted to monopolize all the retail

grocery business of the city to the selfish profit of the owner

and without making any charitable contributions to the com-

munity. They may undersell and eliminate competitors and

send to other places their profits; and yet they are perfectly

free to develop into a monopoly, if such a thing is possible, by
underselHng their competitors and driving them all out of

business. The retail grocery business is not classified as a

pubhc service business, affected with any public interest or

quasi public interest."

Turning to the other side of the picture, Judge Doub took

judicial notice of the many ways in which chain stores serve

the public interest. He said:

"By purchasing direct from the manufacturer and producer

and eliminating the profits and expenses of the wholesaler,

jobber and broker and the cost of delivery and selling for cash

and thereby escaping the usual losses resulting from sales on
credit the chains are more likely to give to the farmer, truck-

man and consumer part of the middle man s profit and so to

become a blessing to society and the public generally. Indeed
the very elements so earnestly insisted upon by the de-

fendants as a justification for this extra license fee are the

very elements that would seem to justify the development of

the chain store.

"The testimony does not disclose that there is anything

sinister about their practices foreboding any evil to the pubhc
which can be anticipated, but it does show that the chain

stores are more cleanly and sanitary than others; that they

are conducted with skill and efficiency; that they do not de-

lude the buyer into purchasing goods by giving him credit

when he is unable to pay for them; that they turn over their

stock more rapidly than other stores and do not keep on their

shelves goods long enough to deteriorate and become un-

wholesome or impaired in quality and that through them
the tendency is to reduce the cost to the consumer. With the
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rapid development of means of transit and the increase in the
number of automobiles, now owned by almost every family
in the country, delivery of goods by the merchant is no longer

so necessary, and the buyer can save something of the cost

of operating his automobile by saving the expense of delivery.

Moreover, chain stores help to insure regular rentals, furnish

regular employment, stabilize the value of real estate and
spend a large part of the proceeds of their sales in the com-
munity/'

Concluding that there v^as nothing in the record that even

remotely proved that the Act bore "any relation either directly

or indirectly to the protection of the general public in their

health, morals, good order, security or general welfare," Judge
Doub found the law "repugnant to the Constitution" and is-

sued a permanent injunction restraining its enforcement.

Judge Doub's reasoning has been quoted at such length not

only because his opinion was the first to be handed down in a

case involving anti-chain legislation, but because it presents

many of the arguments the chains were to use again and again

in support of their contention that anti-chain-store taxes were
inescapably in conflict with the Constitution.

The decision was apparently accepted as final so far as the

flat prohibition approach to the problem was concerned. No
appeal was taken from it and no similar bill was ever passed by
any other State legislature.

For a time it seemed that Judge Doub's line of reasoning

might prove equally effective against laws which, masked as

revenue measures, struck at the chains by imposing heavier

taxes on them than on their single-store competitors, without

putting a limit on the number of stores which could be oper-

ated.

The North Carolina decision to which Judge Doub referred

had been made in a case challenging the constitutionality of a

1927 law which levied a license tax of $50 on each store oper-

ated by anyone with six or more.

The plaintiffs in the case included A&P, The David Pender
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Grocery Co., Rose's 5, 10, and 25^ Stores, F. W. Woolworth

Company,
J.

C. Penney Company, G. R. Kinney Company,

Milner Stores, Carolina Stores, and M. Samuels Company.

Each of them operated six or more stores in the State, each of

them had paid tfie tax under protest, and each of them wanted

its money back on the ground that the law was unconstitu-

tional and void.

The case had been tried by Judge Cranmer, without a jury,

and, in February, 1928, he had decided that the law was un-

constitutional, but he had handed down no opinion.

However his decision was appealed and later that year the

North Carohna Supreme Court aflSrmed it.^

The key point of the decision was that there was no "real

and substantial difference" between a merchant who operates

six or more stores and one who operates five or less stores.

Judge Connor, who wrote the opinion for the Court, con-

cluded therefore that treating them differently for taxation

purposes was based on an arbitrary classification and resulted

in depriving the taxed group of the equal protection of the

laws.

Chief Justice Stacy and Judge Clarkson, who concurred in

the decision, stressed the point that the vice in the law in ques-

tion was that, whereas a chain of five stores paid no tax, a

chain of six stores was taxed not only on its sixth store but on

its first five stores as well. They thought that that was so arbi-

trary that the law had to be invalidated.

The Georgia law passed in 1927 followed the same pattern

as the North Carolina law. It imposed a tax of $250 per store

on chains operating five or more stores. It, too, was declared

unconstitutional but, in any event, it was superseded by a new
law passed at the 1929 session. The new law followed the iden-

tical pattern of the earlier one, except that the tax was set at

$50 per store instead of $250, but it did introduce a new wrin-

kle which was apparently designed to meet the constitutional

shortcomings of the 1927 law.

•Great A&P Tea Co. i;. Doughton, 196 N.C. 145; 144 S.E. 701 (1928).



122 CHAIN STORES IN AMERICA

The new wrinkle was an express statement in the law itself

that "under the police powers of this State, the business of con-

ducting chain stores . . . hereby is classified as a business

tending to foster monopoly."

The law was attacked by Woolworth and other chains.

When the lower court refused to declare it unconstitutional,

an appeal was taken to the Georgia Supreme Court. The deci-

sion was reversed.^^ The Court handed down only a short opin-

ion. It did not have to pass on the question as to whether the

business of conducting chain stores tends to foster monopoly,

because it invalidated the law on the ground that "the classi-

fication attempted to be made is founded on the difference

between one who owns or operates more than five stores on

the one hand, and one who operates five or less on the other"

and is "arbitrary and unreasonable."

In other words, the Court did not decide that a State could

not classify chain stores separately for taxation purposes, but

merely that if it did undertake to do so, it would have to treat

all chains equally.

The fourth law passed in 1927, in Pennsylvania, which, as

has been pointed out, was aimed only at the drug chains, fol-

lowed the flat-prohibition approach although its objective was

to be achieved in a devious way. It prohibited anyone from

owning a drug store unless he was a registered pharmacist,

and, in the case of a corporation, unless all the stockholders

were registered pharmacists, although it did permit a corpora-

tion to continue to own and operate the stores it had when the

act became effective even though its stockholders did not meet

the requirement.

The Louis K. Liggett Company promptly went into action.

An injunction was sought in a Federal court composed of three

judges. After all the arguments had been heard, the court sus-

tained the law! It decided that the Act was a valid exercise of

the police power, because there was a reasonable relation be-

tween the ownership of a drug store and the safeguarding of

"Woolworth V. Harrison, 171 Ga. 891; 156 S.E. 904 (1931).
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the public health. That relation was found in the fact that the

owners of a drug store, rather than the pharmacist in charge

of the prescription department, have the final say as to what

drugs shall be stocked, and the legislature may reasonably

have thought that a corporation whose stockholders were not

all registered men might be tempted to buy drugs on price

rather than on quality!

The case was carried direct to the U.S. Supreme Court. Jus-

tice Sutherland, writing the opinion for the Court,^^ decided

that in view of the fact that the State's pharmacy laws pro-

vided ample safeguards against the improper compounding of

prescriptions or sale of drugs detrimental to the public safety,

the idea that it was necessary for the owners of a drug store to

be qualified pharmacists was based on "conjecture, unsup-

ported by anything of substance."

Pointing out that no evidence had been produced to show
that the operation of chain drug stores had been detrimental

to public health, he declared that the law could not be sus-

tained as a valid exercise of the police power, and the lower

court's decision was reversed.

This was the first time an anti-chain-store law had reached

the highest court in the land. Its outcome was particularly en-

couraging to the chains because it was felt that if the police-

power doctrine could not be successfully invoked against the

drug chains, which had a direct relation to public health, the

chains in other fields would have an even stronger case.

That the Pennsylvania Drug Store Ownership Law, as it

was called, reflected an organized effort to stop the growth of

the drug chains was evidenced, as George M. Gales, president

of Liggett's, pointed out at the time, by the fact that similar

bills had been introduced in sixteen other States as well, al-

though most of them had died.

In 1928, only one of the four anti-chain bills introduced was
passed. That was in South Carolina. It followed the same pat-

tern as the North Carolina and Georgia laws, imposing a tax

"Liggett V. Baldridge, 278 U.S. 105 (1928).
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of $100 per store on chains operating five or more, and it met
the same fate. On February 27, 1929, the Richland County
Court of Common Pleas declared it unconstitutional, citing

the decision of the North Carolina Supreme Court which had
just been handed down/^

Notwithstanding these setbacks the anti-chain legislative

barrage was maintained with increasing vigor. In 1929, no less

than 62 more bills were introduced. Three of them passed: one

in Georgia, which was invalidated, as previously pointed out,

another in North Carolina and a third in Indiana.

These North Carolina and Indiana bills were destined to be-

come extremely significant, for they introduced a new feature

designed to correct the constitutional flaw in the earlier acts.

They both started the chain-store tax with the second store,

thus laying the foundation for the contention that the single

store merchant was different from a merchant with two or

more stores not merely in degree but in kind—that he was es-

sentially a different breed of cat!

The North Carolina law set a flat-rate tax of $50 per store on

each store in excess of one. The chains challenged it in the

Wake County Superior Court, the very Court which had pre-

viously declared the 1927 law unconstitutional. But this time

it decided that a classification which distinguished chain

stores from single stores was neither arbitrary nor unreason-

able.

An appeal to the North Carolina Supreme Court availed

nothing. Judge Connor, who had written the opinion invali-

dating the 1927 act, now wrote one sustaining the 1929 varia-

tion.^^

"There is a real and substantial difference between mer-

chants who exercise the privilege of carrying on their business

in this State by means of two or more stores and those who

" Southern Grocery Stores Inc. v. Query, unreported, but appearing in Chain

Stores in the Law Courts, p. 18, supra.

" Great A&P Tea Co. v. Maxwell, 199 N.C. 433, 154 S.E. 838, affirmed without

opinion, 284 U.S. 575.
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maintain and operate only one store," he declared, adding that

the former "have and exercise a more valuable privilege."

He pointed out that the trouble with the 1927 law was that

the tax was not levied on chain-store operators per se, as was

evidenced by the fact that it exempted the chains with five or

less stores.

That decision was handed down in 1930. It was the first

serious set-back the chains had had. They carried it to the

U.S. Supreme Court, but by that time, that Court had already

made its historic decision regarding the Indiana law, and the

North Carolina Supreme Court's decision was automatically

sustained.

The Indiana tax differed from the North Carolina tax in one

important respect in that it was a graduated tax, which in-

creased progressively with the number of stores operated. It

imposed a license tax of $3 per year on single stores, $10 per

year on each additional store up to five; $15 per year on each

additional store up to ten; $20 per year on each additional

store up to twenty; and $25 per year on each additional store

in excess of twenty.

Although the tax was really nominal in amount, the chains

opposed it vigorously not only because they disagreed with

the principle of special taxes against chain stores but because

they knew that once such a pattern of taxation received judi-

cial sanction, it would be only a question of time and condi-

tions before it would be used to impose a greater toll. With

most of the states at that time finding it increasingly difficult

to balance their budgets, any new source of revenue which

could be tapped without too much political danger would

naturally have a strong appeal to legislators. Special taxes

against chain stores certainly belonged in that category.

For the purpose of testing the constitutionality of the Indi-

ana tax, a case was instituted in a special Federal Court of

three judges sitting in Indianapolis.

The plaintiff was Lafayette Jackson, owner of a local gro-

cery chain doing business as the Standard Grocery Co.
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Mr. Jackson owned and operated 225 stores, all in the city

of Indianapolis.

If his 225 stores had been owned and operated by 225 dif-

ferent individuals, the total tax paid by them would have been
225 times $3, or $675. But because all the stores were owned
by a single individual the graduated formula employed in the

law made Mr. Jackson's tax $5,443, or eight times as much as

it would have been had the stores been separately owned.

Able lawyers were retained by Mr. Jackson and the other

chains, who were all vitally interested in the outcome of the

case. The trial lasted for more than a week, with both sides

producing marketing experts to support their conflicting con-

tentions. The chains contended, of course, that, as Judge Doub
had decided in the Maryland case, the only difference be-

tween a chain and a single store was in the number of stores

operated, and that that difference did not provide a legal basis

on which to tax them unequally. The State, on the other hand,

insisted that the chains enjoyed certain advantages inherent in

their system which put them in a different class from single

store merchants and justified the imposition of a higher tax.

The three-judge court decided for the chains, declaring the

law unconstitutional.^^ The State appealed direct to the U.S.

Supreme Court.

When the case was argued March 5, 1931, the only adverse

decision that could be used against the chains was that of the

North Carolina Supreme Court, which was itself being ap-

pealed to the U.S. Supreme Court. On the other hand, the

chains could point to the decision of the Supreme Court itself

invalidating the Pennsylvania Drug Store Ownership Law
only a few months earlier.

Nevertheless, when the decision was handed down on May
18, the chain stores learned to their amazement that, so far as

the Supreme Court was concerned, chain stores could law-

fully be taxed differently from independent stores, and that

"State Board v. Jackson, 38 Fed. (2nd) 652.
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the tax could be lawfully graduated according to the number

of stores operated/^

True enough, the decision was a divided one, with Justices

Roberts, Holmes, Brandeis, Stone and C.
J.
Hughes constitut-

ing the majority, and Justices Sutherland, Van Devanter, Mc-

Reynolds and Butler dissenting.

Justice Roberts, who wrote the majority opinion, declared:

"It is not the function of this Court in cases like the present

to consider the propriety or justness of the tax, to seek for the

motives or to criticize the public policy which prompted the

adoption of the legislation. Our duty is to sustain the classi-

fication ... if there are substantial differences between the

occupations separately classified. Such differences need not

be great."

In concluding that the classification was neither arbitrary

nor unreasonable, the Justice argued that the astonishing

growth of the chains was proof enough "that there are differ-

ences and advantages" in their favor.

Furthermore, he said the Court below had erroneously as-

sumed that the difference was solely one of ownership.

"It disregarded the differences shown by the record," he

declared. "They consist not merely in ownership, but in organ-

ization, management and type of business transacted. The

statute treats upon a similar basis all owners of chain stores

similarly situated. . . . That is all that the Constitution re-

quires."

Justice Sutherland, whose dissenting opinion was concurred

in by three of his colleagues, took the position that whatever

advantages the chain stores enjoyed stemmed from the fact

that their operations were on a larger scale, and, as the State's

own expert witness had conceded, were enjoyed equally by
any large-scale operator even if he operated only one store,

such as a large department store.

"State Board v. Jackson, 283 U.S. 527 (1931).
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"It thus appears," he declared, "that the advantages attrib-

uted to the chain store he not in the fact that it is one of a

NUMBER of stores under the same management, supervision

or ownership, but in the fact that it is one of the parts of a

LARGE BUSINESS. ... The classification should fall be-

cause it is made to depend . . . upon the mere circumstance

—wholly irrelevant so far as any of the advantages claimed are

concerned—that the business of one is carried on under many
roofs, and that of the other under one only."

Conceding that the maximum tax of $25 might not in itself

be considered excessive, he pointed out, prophetically enough,

that:

"It will open the door of opportunity to the State to in-

crease the amount to an oppressive extent. This Court has fre-

quently said, and it cannot be too often repeated in cases of

this character, that the power to tax is the power to destroy;

and this constitutes a reason why that power, however mod-
erately exercised in given instances, should be zealously con-

fined to the limits set by the Constitution. . . . There does

not seem to be any sure comfort in the suggestion, sometimes
made, that this court may be expected to intervene whenever
the tax reaches the point of destruction."

How correct the Justice was is reflected in the fact that

within two years after this decision, Indiana raised its chain-

store tax from $25 per store to $150 per store, in the top

bracket. Furthermore, the Supreme Court was soon to declare

specifically that chain-store taxes could be as drastic as a State

saw fit to impose, even if the burden became prohibitive.

But whatever one may think of the conflicting viewpoints

expressed in the majority and dissenting opinions, the majority

opinion, of course, became the law of the land, even though

by a five-to-four margin.

The decision was all that was necessary to release a regular

epidemic of such proposals, and, as most of the States in that

period were eagerly seeking new sources of revenue, the out-

look for the chains was dark indeed.
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Table 10

ANTI-CHAIN-STORE TAX BILLS, 1923-1950

Source: Retailers Manual of Taxes and Regulations, 1951, published by Limited

Price Variety Stores Association, and Institute of Distribution, edited by Paul C.

Oken, Gladys M. Kiernan, Arthur Pite and W. C. Johnson.

YEAR BILLS ENACTED STATES AND DISPOSITION*

1923 1

1924 1

1925 2
1926 1

1927 13 3 Ga. (A); Md. (A); N.C. (A).

1928 4 1 S.C. (A).

1929 62 3 Ga. (A); Ind. (B); N.C. (B).

1930 80 3 Ky. (A); Miss. (B); S.C. (I).

1931 175 3 Ala. (B); Ariz. (C); Fla. (A).

1932 125 2 La. (B); Wis. (B).

1933 225 13 Fla. (B); Ida. (C); Ind. (I); Me. (C); Md. (I);

Mich. (B); Minn. (B); Mont. (B); N.M. (B); N.C.

(B); Vt. (A); W. Va. (I); Wis. (A).

1934 40 4 Colo. (H); Ky. (A); La. (I); N.M. (A).

1935 163 9 Ala. (I); Calif. (D); Fla. (B); la. (I); Mich. (I);

N.C. (B); S.D. (A); Tex. (I); Wis. (E).
1936 27 2 Ky. (A); Miss. (B).

1937 97 8 Ga. (C); Minn. (E); Mont. (A); N.C. (B); Pa. (A);

S.D. (B); Tenn. (I); Wis. (E); Miss. (B).

1938 19 1 Miss. (B).

1939 99 4 Mont. (I); N.C. (F); S.D. (I); Tenn. (A).
1940 10 2 Ky. (A); Miss. (I).

1941 45 2 Fla. (I); Utah (D).
1942 7
1943 20
1944 4
1945 10
1946 1

1947 12
1948 3
1949 16 1 N.C. (See 1939).
1950 4 _0

1,266 61

* KEY TO DISPOSITION. ( A ) Invalidated; ( B ) Superseded; ( C ) Repealed; (D

)

Rejected by Referendum; (E) Expired by limitation; (F) Graduated rates replaced

by flat tax in 1949; (H) Retained by referendum; (I) In eflFect.

What actually happened is indicated by the box score

shown in Table 10. It reveals that, prior to 1931, the number
of tax bills introduced against the chains had totalled 164 of

which 10 had been enacted in seven different States. In 1931,

however, 175 were introduced; in 1932, 125, and in 1933, 225!

Of the 525 bills introduced in those three years, eighteen were
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enacted. From 1934 to 1941, inclusive, 500 more of such bills

were introduced, of which 32 became law. Altogether, from

1923 to 1941, inclusive, 60 of these bills were enacted, al-

though the majority of them merely superseded earlier enact-

ments. In fact, all the 60 bills were enacted in 28 States. Today
only sixteen States impose such taxes, and one of these materi-

ally modified its tax in 1949.

In the twelve States which no longer impose such taxes,

here is what happened: four acts were declared unconstitu-

tional as being in conflict with State constitutions; four were

repealed; two expired by their own limitation and were not

re-enacted; and two were rejected by the public through a

referendum.

In addition to the taxes levied by the States, as disclosed in

Table 10, a number of cities passed local ordinances along the

same lines. The first of these municipal taxes was imposed by
Portland, Ore., in 1931. A public referendum initiated by the

chains failed, by a small margin, to upset it. A number of other

cities throughout the country followed Portland's example.

Many of these municipal chain-store taxes, however, were

either repealed by the bodies which enacted them or were in-

validated by the courts.^^ Of 43 cities still imposing such taxes,

37 are in North Carolina, and two in West Virginia, while

Florida, South Carolina, Virginia and Oregon each have one.

In the majority of instances, the tax is on a flat-rate basis and

amounts to $50 per year per store."

Although, with the Indiana decision, the chains were licked

so far as laws of the same type were concerned, they chal-

lenged the constitutionality of every new enactment which,

because of some new feature, gave them a chance to go to bat

again.

Thus, when Florida enacted a law in 1931 imposing a grad-

uated tax on chain stores after the pattern of the Indiana law,

" The Chain Store Tells Its Story, op. cit., pp. 150, 151; The Chain, Store Prob-

lem, op. cit., pp. 261, 262.

" Retailers Manual of Taxes and Regulations, op. cit.
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but increasing the tax where the stores involved were located

in more than one county, the chains promptly sought an in-

junction. The lower court denied it, the Supreme Court of

Florida likewise agreed that the law was constitutional, and
again the chains appealed to the U.S. Supreme Court.

Justice Roberts, who had written the majority opinion in the

Indiana case, wrote the majority opinion in this one also.^^ He
agreed with the chains that it was arbitrary and unreasonable

to levy a higher tax on a given number of stores if they were
located in more than one county than if they were located all

in one county.

The Court invalidated that section of the law but upheld the

rest of it, taking advantage of the occasion to reaffirm its deci-

sion in the Indiana case. It emphasized its conviction that a

chain was different from the ordinary individually operated

small store, a department store or a co-operative or a volun-

tary chain (a group of individually owned stores banded to-

gether for their mutual benefit). Even though in some cases

and to some extent, the advantages stemming from the chain-

store system might likewise be enjoyed by other types of oper-

ation, the Court was firm in its belief that chain stores were
sufficiently different to warrant special tax treatment.

Furthermore, the Court upheld another section of the law

which boded no good for the chains if other States were led to

adopt it. It required each county to impose an additional tax

amounting to 25 per cent of the State tax, graduated on the

stores within the county, and, for full measure, authorized

each incorporated municipality in the State to do the same
thing!

A by-product of this decision was the lengthy dissenting

opinion of Justice Brandeis. With inimitable clarity, he spelled

out his philosophy regarding the menace of "big business."

He was for upholding the whole statute, including the extra

tax imposed on chains operating in more than one county.

Pointing out that all the plaintiffs in the case were corpora-

»• Liggett 13. Lee, 288 U.S. 517 ( 1933 )

.
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tions, he took the position that, as far as they were concerned

at least, the State could charge them anything it wanted for

the privilege of engaging in business. He declared:

"As this privilege is one which a State may withhold or

grant it may charge such compensation as it pleases. . . .

Since the authority to operate many stores, or to operate in

two or more counties, is certainly a broader privilege than to

operate only one store, or in only one county, there is in this

record no basis for finding that it is unreasonable to make the

charge higher for the greater privilege."

Furthermore, he made the point that the law in question

was not merely a revenue measure—its main purpose was

social and economic. On that basis, he said, that "if the State

should conclude that bigness in retail merchandising as mani-

fested in corporate chain stores menaces the public welfare,

it might prohibit the excessive size or extent of that business

as it prohibits excessive size or weight in motor trucks or ex-

cessive height in the buildings of a city."

Justice Cardozo also wrote a dissenting opinion, with which

Justice Stone concurred, but he did not cover as much terri-

tory as Justice Brandeis, whose reasons, he said, "had been

stated with such a wealth of learning."

His view was that, in increasing the tax for chains operating

in more than one county, the State might reasonably have felt

that chains in that category had ceased to be local enterprises,

and, for that reason, were less desirable socially. "Courts

would be lacking in candor," he said, "if they were not to con-

cede the presence of such a motive behind this chain-store

legislation. But a purpose to bear more heavily on one class

than another will not avail without more to condemn a tax

as void. . . . The concept may be right or wrong. At least it

corresponds to an intelligible belief, and one widely prevalent

today among honest men and women. . . . With that our

function ends."

Is a filling station a store?

That was the question which the Standard Oil Company of
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N.J. was primarily interested in having the courts answer

when the West Virginia Tax Commissioner answered it in

the aflBrmative. For the affirmative answer meant that under

the chain-store hcense tax enacted in 1933, Standard Oil

would have to pay a tax of $250 on each of its filling stations

in excess of 75. As it operated 949 of them in the State, and

more than half of them had shown an average profit of only

$89.75, it was obviously a mighty heavy burden for such sta-

tions to carry.

A three-judge Federal Court decided that a filling station

was not a store, within the meaning of the act and, in any

event, the tax was so much harsher when applied to filling

stations than when it was applied to other chains that it

amounted to a denial to Standard Oil of the equal protection

of the laws.

When the appeal reached the Supreme Court, Judge

Cardozo wrote the majority opinion.^^ He disagreed with the

lower court on both counts. Not only did he find that gasoline

stations were well within the definition of "store" contained

in the Act, but he confirmed what Justice Sutherland had pre-

dicted in the Indiana case—that even a prohibitive tax would

be sustained.

Said Justice Cardozo: "When the power to tax exists, the

extent of the burden is a matter for the discretion of the law-

makers," citing with approval the language used by the Court

in connection with a different type of tax: "Even if the tax

should destroy a business, it would not be made invalid or re-

quire compensation upon that ground alone. Those who enter

upon a business take that risk." For whatever consolation it

might offer, the Justice added that "the tax now assailed may
have its roots in an erroneous conception of the ills of the body

politic or of the efficacy of such a measure to bring about a

cure. We have no thought in anything we have v^itten to

declare it expedient or even just, or, for that matter, to declare

the contrary. We deal with power only."

"Fox V. Standard Oil of N.J, 294 U.S. 87 (1935).
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Justices Van Devanter, McReynolds, Sutherland and Butler

again dissented as they had in the Indiana case, but the ma-
jority, of course, prevailed. Thus the States were given free

rein to tax the chains just as much as they pleased.

That decision was handed down January 14, 1935. A couple

of months later, however, the Supreme Court handed down
another decision in which the chains were to fare much better.

The case involved the constitutionality of another new type

of law, passed in Kentucky in 1930, whose pattern had been

followed by several other States before the Supreme Court

finally passed on it.

This Kentucky law levied a graduated tax on all retailers,

based on sales. It did not single out the chains but struck

at them just as effectively by penalizing large volume however

attained—whether through a big department store or through

a number of smaller stores owned and operated by a single

individual or corporation.

The progression of the tax was painfully steep, ranging

from /4oth of 1 per cent on sales of $400,000 or less, to 1 per

cent on sales in excess of $1,000,000.

How it would have worked can be illustrated by applying

the formula to ( 1 ) a department store with sales of $4,000,-

000; (2) a chain of ten stores with sales of $400,000 each;

and (3) ten independent stores each doing $400,000.

The department store's tax would have totalled $33,050,

made up as follows:

Sales Rate Tax

1st $400,000 yzoth of 1% $200
Next 100,000 %oths of 1% 100

Next 100,000 %oths of 1% 250
Next 100,000 %oths of 1% 400
Next 100,000 iy2oths of 1% 550
Next 100,000 ifaoths of 1% 700
Next 100,000 i%oths of 1% 850
Next 3,000,000 1% 30,000

Total $33,050
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The chain of ten stores having the same total sales would
have had to pay the same total tax of $33,050, or an average

of $3,305 per store.

But the ten individual stores, each doing $400,000, would
have had to pay only $200 each, or a total of $2,000.

As a matter of fact, the individual stores would have had

to pay nothing at all in most instances under this law, for

every merchant was allowed to take as a credit against the

tax whatever he had to pay under other laws. In the case of

most merchants doing less than $100,000 a year, which in-

cludes the vast majority of independents, the allowance would

have meant no tax on his sales at all.

Several department stores and chains attacked the law on

the basis of its obvious inequality. A three-judge District

Court dismissed the bill on ground of lack of jurisdiction. An
appeal to the U.S. Supreme Court brought a reversal.^^ The
District Court then tried the case on the merits and found the

law valid. A second appeal to the U.S. Supreme Court again

brought a reversal, the law being held unconstitutional by a

six-to-three decision.^^ This double trip to the Supreme Court

accounts for the time lag between the passage of the law in

1930 and the Court's decision in 1935.

Justice Roberts, who had written the majority opinion in

the Indiana case upholding a graduated tax based on the num-
ber of stores operated, and also in the Florida case, in which

the soundness of that principle was reaffirmed, now wrote the

majority opinion condemning a graduated tax based on the

volume of sales attained.

Here is how he reconciled what, on their face, might seem

to be conflicting rulings. He said:

"In several recent cases we sustained the classification of

chain stores for taxation at rates higher than those applicable

to single stores and graduated upward on each store as the

total number of units in one ownership increased. We found

"Stewart Dry Goods Co. v. Lewis, 287 U.S. 9 (1932).
« Stewart Dry Goods Co. v, Lewis, 294 U.S. 550 (1935).
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this classification reasonable because of advantages incident

to the conduct of the multiple stores and obvious difiFerences

in chain methods of merchandising as contrasted with those

practised in the operation of one store. The instant cases

present a classification of quite another kind. The Kentucky
statute ignores the form of organization and the method of

conducting business. The taxable class is retail merchants,

whether individuals, partnerships or corporations; those who
sell in one store or many; those who offer but one sort of

goods and those who, through departments, deal in many lines

of merchandise. The law arbitrarily classified these vendors

for the imposition of a varying rate of taxation, solely by ref-

erence to the volume of their transactions, disregarding the

absence of any reasonable relation between the chosen cri-

terion of classification and the privilege the enjoyment of

which is said to be the subject taxed. It exacts from two per-

sons different amounts for the privilege of doing exactly

similar acts because the one has performed the act oftener

than the other."

Earlier in his opinion, the Justice had characterized the law

as "unjustifiably unequal, whimsical and arbitrary, as much so

as would be a tax on tangible personal property, say cattle,

stepped up in rate on each additional animal owned by the

taxpayer, or a tax on land similarly graduated according to the

number of parcels ov^nied."

Rejecting the argument that a merchant's net income and

his consequent ability to pay increase as the volume of his

sales grow, the Justice said:

"Argument is not needed, and indeed practical admission

was made at the bar, that the gross sales of a merchant do not

bear a constant relation to his net profits; that net profits vary
from year to year in the same enterprise; that diverse kinds

of merchandise yield differing rates of profit; and that gross

and net profits vary with the character of the business as well

as its volume. . . . Expert witnesses . . . endeavored to es-

tablish that net profits or net worth grow with increased

sales. But their testimony not only indicated great variations

within each class selected for comparison, but also showed
that in some of the classes representing the greater amount of



"THERE OUGHT TO BE A LAW" 137

sales the net profit, or the addition to the net worth, is smaller

than in a class having less aggregate sales. The best that can
be said for this evidence is that, averaging the results of the

concerns making the reports, it is true "generally speaking,"

as the court below put it, that profits increase with sales. The
ratio of increase, however, differs in different lines of activity

and even as between concerns carrying on the same business,

and so many exceptions and reservations must be made that

averages are misleading . . . We think the graduated rates

imposed were not intended to bear any relation to net

profits."

How Justice Roberts could have recognized these obvious

facts in condemning the Kentucky tax based on sales and have

ignored them in the Indiana case where they applied with

equal force is hard to understand.

That they do apply with equal force to a graduated tax

based on the number of stores was made clear by Dr. Charles

F. Phillips, now president of Bates College, in the course of

a comprehensive discussion of "State Discriminatory Chain

Store Taxation," as of 1936.^'

He showed by convincing examples that the Indiana chain-

store tax was every bit as "unequal, whimsical and arbitrary"

as Justice Roberts said the Kentucky law was. He emphasized

( 1 ) that it hits small chains as well as big ones; (2) it ignores

the great range of variation between the profits of different

chains both within the same field of operation and in different

fields, and even as between the stores operated by the same

chain; and (3) it ignores the fact that chain-store profits are

by no means constant from year to year.

In the case of the Indiana law, the Supreme Court held that

the fact that "generally speaking" more stores means more

profits justified a graduated tax based upon the number of

stores, but in the case of the Kentucky law they held that the

fact that "generally speaking" more sales means more profits

did not justify a graduated tax based upon sales.

Perhaps if the Kentucky law had come up for consideration

^ Harvard Business Review, Spring Number, 1936.
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first, the Indiana law would never have been upheld; but, as

it was, the chains must consider themselves fortunate that the

decision in the Indiana case did not lead the Supreme Court

to take the same action in the Kentucky case.

Another type of chain-store tax was involved in a Louisiana

law passed in 1934. It was modeled after the Indiana law, ex-

cept for one added feature. The tax was graduated on the

basis of the total number of stores operated whether toithin

the State or outside. The top bracket of $550 per store applied

to all stores in excess of 500.

A&P then had some 15,000 stores in all, but only 106 of them

were in Louisiana. Nevertheless, by the terms of the law A&P
would have to pay $550 on each of its Louisiana stores,

whereas a chain with only 106 stores altogether, wherever

located, would have had to pay considerably less tax on each

store.

A&P and other chains applied to a special three-judge Fed-

eral Court for an injunction and, when that Court upheld the

law, an appeal was taken to the U.S. Supreme Court.

Again Justice Roberts wrote the majority opinion, and the

decision sustaining the laV^ was hardly a surprise. For, as

the Court declared:

"If the competitive advantages of a chain increase with the

number of its component links, it is hard to see how these

advantages cease at the state boundary. Under the findings, a

store belonging to a chain of one hundred, all located in

Louisiana, has not the same advantages as one of a hundred
Louisiana stores belonging to a national chain of one
thousand."

The Court had no trouble in distinguishing this case from

the one in Florida. There the tax was increased if the chain

had stores in more than one county. The increase was held

arbitrary because it was unrelated to the size or character of

» Great A&P Tea Co. v. Grosjean, 301 U.S. 412 ( 1937).
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the chain and was conditioned solely upon the location of one

or more of the stores. Under the Louisiana law, however, the

classification is not based upon the location of the stores, in

fact the location of the stores is rendered immaterial, but upon

the total number of stores in the chain which, according to the

Court, measures its competitive advantages and economic

results.

But more significant perhaps than any other feature of this

decision was the Court's declaration that the law should be

upheld on much broader considerations than those it had

applied.

"In the exercise of its police power the State may forbid, as

inimical to the public welfare, the prosecution of a particular

type of business, or regulate a business in such manner as

to abate evils deemed to arise from its pursuit," Justice

Roberts declared. "Whatever a State may forbid or regulate

it may permit upon condition that a fee be paid in return for

the privilege, and such a fee may be exacted to discourage

the prosecution of a business or to adjust competitive or eco-

nomic inequalities. Taxation may be made the implement of

the exercise of the State's police power; and proper and rea-

sonable discrimination between classes to promote fair com-
petitive conditions and to equalize economic advantages is

therefore lawful."

Applying those principles to the case at hand, the Justice

went on to point out that:

"If, in the interest of the people of the State, the legislature

deemed it necessary either to mitigate evils of competition as

between single stores and chains or to neutralize disadvan-

tages of small chains in their competition with larger ones, or

to discourage merchandising within the state by chains grown
so large as to become a menace to the general welfare, it was
at liberty to regulate the matter directly or to resort to the
type of taxation evidenced by the Act of 1934 as a means of

regulation."
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Justices Sutherland, McReynolds and Butler dissented.

Neither Justice Van Devanter nor Justice Stone took any part

in the consideration of the case or in the decision.

In his dissenting opinion, Justice Sutherland referred to the

Indiana decision, which he still felt was wrongly decided, but

which, accepting it as authoritative, went to the extreme verge

of the law, adding: "it seems to us equally certain that the

present decision goes far beyond the verge."

The key point raised by the Justice was that the advantage

enjoyed by the stores located in Louisiana by reason of the

fact that their owner operated a given number of stores in

some other state or country was too vague and uncertain to

justify the tax formula used in the statute. Referring to the

decision in the Kentucky case and the grounds upon which

it was based, he said the vices in the present statute were the

same.

The net result of all this legislation and litigation may be

summed up as follows:

1. Of the 28 States which, at one time or another, have

had anti-chain-store taxes in effect, only sixteen of them have

them today. One of those. North Carolina, in 1949 eliminated

the graduated type of tax, imposing a flat tax of $65 per store,

irrespective of the total number operated.

2. No State has passed an anti-chain-store tax since 1941,

although 77 bills have been introduced in that period.

3. Since 1941, on the other hand, four chain-store tax laws

then in existence have been eliminated. In 1942, a public

referendum rejected a Utah tax which had been passed in

1941; in 1946, the Kentucky Supreme Court invalidated a tax

act passed in 1940; in 1949, Idaho repealed the chain-store

tax it had enacted in 1933; and, in 1951, Georgia repealed its

1937 tax.

4. As a result of the decisions which have been reviewed in

the preceding pages and which the U.S. Supreme Court has

shown no disposition to disturb, anti-chain-store taxes are con-

stitutional, as far as the Federal constitution is concerned.
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Even if a tax is drastic enough to put the chains out of busi-

ness, that fact would not invahdate it.

Obviously, the barrage of adverse legislation w^hich has

been reviewed in the foregoing pages and which, as was

shown in Table 10, page 129, involved the consideration of

more than 1,200 bills between 1923 and 1950, did not develop

spontaneously in widely separated State capitols. It reflects

rather the insistent demand for protection against the chain-

store "menace" generated in the first place by wholesalers and

independent merchants and later stimulated by professional

agitators and others who championed their cause.

How this demand developed into a nationwide crusade

against the chains which grew in intensity as the chains grew

in number and size, and what came out of it, are covered in

some detail in succeeding chapters.



CHAPTER VIII

THE HUE AND CRY

GATHERS VOLUME

How FAR will this chain-store trend go? What is the

secret of chain-store success? Is it all on the up and up, or does

it stem from uneconomic, if not actually unlawful, practices?

Even if the system is sound economically, is it desirable from

a social standpoint? Is the independent merchant doomed?
How would the public interest be aflFected if he were elimi-

nated? How soon will it be before the chains monopolize dis-

tribution and, after that, how soon before they monopolize

production too?

These were some of the questions which began to be asked

and answered with increasing frequency as the chain-store

movement gathered momentum and became increasingly evi-

dent to everyone with eyes to see. Long before 1925, the phe-

nomenon had naturally received growing attention in the

trade press because of its direct impact on established dis-

tribution channels. But, from that time on, the so-called

"chain-store question" began to arouse interest on a broader

front, with the financial and general business papers and even

consumer periodicals devoting more attention to it.

The mere suggestion that chain-store expansion was leading

us straight and swiftly into a state of unadulterated monopoly

was enough, of course, to arouse the attention of politicians

who never lost the opportunity to sound the tocsin whenever

such an issue presented itself. But it went further than that.

Economists delved into the subject objectively, government

bureaus and officials undertook investigations to see whether

142
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existing laws were being violated or should be tightened, and

governors, senators and congressmen, all over the country,

began to take sides.

One of the first manifestations of the lively interest business

men were taking in the chain-store issue was a public debate

arranged by the Illinois Retail Clothiers' and Furnishers'

Association as a feature of its eighteenth annual convention

in Chicago, on February 9, 1928, between T. K. Kelly, "billed"

as a banker and president of T. K. Kelly Sales System, of

Minneapolis, and the author, as editor of Chain Store Age.

The question: Resolved, that the chain-store system is not

to the public interest.

Although this debate was the first of its kind, its main sig-

nificance lies in the facts that ( 1 ) it was arranged in a field

which, at that time, had not felt the impact of chain-store

competition to any great extent; and ( 2 ) it received far more

space in the trade press than might have been expected, sev-

eral publications printing both sides in full. As each side had

been given an hour for the presentation of its case, the num-
ber of pages required for the full report was considerable.^

In the years which followed, the subject was to be debated

over and over again, not only before audiences of business

men^ and in public forums but, more particularly, by high

school and college debating teams all over the country. In a

bibliography published in 1940,^ no less than seven Debate

Manuals are listed, including: the University Debaters' Man-
ual, on the Chain Store System, issued by H. W. Wilson Pub-

lishing Co., New York, in 1930; a Handbook on Chain Stores

for High School Debates, published by Albion College Debate

Service, Albion, Mich.; and Debate Handbook, The Chain
^ Daily News Record, New York, February 10, 1928; National Retail Clothier,

Chicago, March 1, 1928; Retail Ledger, Philadelphia, February 2, 1928; Men's

Wear, February 22, 1928.

' On September 16, 1929, the Ad-Sell League, of Omaha, a business man's or-

ganization, staged a debate on the subject between
J.

Frank Grimes, founder of

the Independent Grocers' Alliance, and the author. It is quoted in The Chain Store

—Boon or Bane?, op. cit., at page 122.

• The Chain Store Tells Its Story, op. cit, p. 262.
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Store Question, by E. C. Buehler, University of Kansas, 1930.

Another bibliography on the chain-store question, issued

by the Debaters' Information Bureau, Portland, Me., in 1930,

listed fifteen other bibliographies on the subject; six organiza-

tions putting out material, pro or con; nineteen sources of

information; three anti-chain-store publications; seven chain-

store publications; 21 book references; 91 pamphlets and

government documents; 473 periodical articles and 184 news-

paper articles! The great majority of the periodical articles

hsted were published in 1928, 1929 and 1930, but the years

1925, 1926 and 1927 were well represented too.

Although the periodical articles were by no means all anti-

chain in their approach, even those which reported chain-

store progress objectively, or openly welcomed it, provided

additional ammunition for those who viewed the situation

with misgivings. The great number of men in public life who
took up the cudgels against the chains, whether sincerely

or for political advantage, materially strengthened the anti-

chain-store case.

Probably the only reason anti-chain-store sentiment did not

result in even more anti-chain-store tax bills than were actu-

ally introduced between 1927 and 1930, inclusive, was the fact

that, until 1931, when the Supreme Court handed down its

decision in the Indiana case, most lawyers were convinced

that such legislation was hopelessly unconstitutional, as many
of the lower courts had already decided.

Typical of the anti-chain viewpoint, as it was expressed by
leading public figures and in the daily press, are the following

observations which were quoted by the author in an earlier

work on the subject.^

"The chain stores are undermining the foundation of our

entire local happiness and prosperity. They have destroyed

our home markets and merchants, paying a minimum to our

local enterprises and charities, sapping the life-blood of pros-

perous communities and leaving about as much in return as

a travelling band of gypsies."

* The Chain Store—Boon or Bane?, op. cit., pp. 1-3.
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Thus declared a former speaker of the Indiana House of

Representatives in a letter addressed to some of his constitu-

ents.

In one of the "Letters from the People" on the editorial page

of the St. Louis Post Dispatch, appeared the following obser-

vations:

**We have the greatest school system in the world to educate

our youths to be future business men. What are their pros-

pects for business if the chain stores continue to develop more
and more very day? Do the mothers and fathers realize what
will happen to their children when they have to go to work
for chain stores at $20 per week, or less? The chain stores

may appeal to some people as a very bright business, but our

country is built on the foundation of live and let Hve. Econ-
omy is one thing, but eliminating that vast amount of people

from work is another."

U.S. Senator Royal S. Copeland, of New York, was credited

with the following contribution:

"When a chain enters a city block, ten other stores close

up. In smaller cities and towns, the chain store contributes

nothing to the community. Chain stores are parasites. I think

they undermine the foundations of the country."

And Senator Hugo L. Black, of Alabama, later to become a

Justice of the U.S. Supreme Court,^ delivered himself of the

following tirade which leaves little doubt where his sympa-

thies would have been had he been a member of that court

when the Indiana case was decided:

"Chain groceries, chain dry-goods stores, chain clothing

stores, here today and merged tomorrow—grow in size and
power. We are rapidly becoming a nation of a few business

masters and many clerks and servants. The local man and mer-
chant is passing and his community loses his contribution to

local affairs as an independent thinker and executive. A few
of these useful citizens, thus supplanted, become clerks of the

Appointed 1937.
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great chain machines, at inadequate salaries, while many
enter the growing ranks of the unemployed. A wild craze for

efficiency in production, sale and distribution has swept over

the land, increasing the number of unemployed, building up
a caste system, dangerous to any government." ^

Another U.S. Senator, Burton Wheeler, of Montana, ex-

pressed a similar viewpoint over a radio network, declaring:

"The western Progressives are fighting against the domina-
tion of Congress by men who represent selfish corporate in-

terests, because they believe sincerely that, unless the grow-

ing concentrations of wealth and power are checked, this

nation will soon be converted into a plutocracy where a few
supremely rich men will rule and the rights of the common
men will be trampled under foot. We have seen the develop-

ment of huge mergers and the rapid increase of chain banks

and chain stores throughout the country until, today, the

genuinely independent banker and independent business

man are rapidly disappearing from our life. The type of men
whose business built up the nation have been driven out of

business in every State of the Union, and their places have
been taken by the hired agents of the great mergers and
chains which dominate and control the business of the entire

country. We believe that these great aggregations of wealth

must be subjected to effective government regulation if the

people are to be protected from the inevitable evils of un-

regulated monopoly."

These viewpoints are quoted not for the purpose of refuting

them at this point but merely to illustrate the kind of attack

to which the chains were subjected day in and day out dur-

ing the period of their greatest expansion. Certainly the bogy

of monopoly could never have been pictured against a more

favorable background than the chains offered at that time. The
events of the past twenty years, as they are recorded in these

pages, provide their own refutation of most of the anti-chain

arguments raised when the crusade was at its height. But this

' Congressional Record, January 8, 1930.
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point is as good as any other to put into the record a statement

made in 1928 which, because of its source, as well as its own
logic and obvious common sense, provides a refreshing anti-

dote to some of the foregoing quotations.

Charles Wesley Dunn, a leading member of the American

bar, was counsel at that time for the National Association of

Retail Grocers as well as the American Grocery Specialty

Manufacturers' Association ( now the Grocery Manufacturers

of America). Discussing the so-called chain-store question, he

said:*^

"My position is essentially this:

"First: I believe that the principle of chain store retailing

is economically sound and in due application progressively

works for the constructive improvement of the retail business

as a business and in its service to the consuming public; that

in its elementary economic conception the chain store is but

a natural, logical and inevitable evolutionary development of

retailing, directed to introduce scientific merchandising into

it and make it more effective to all concerned; that the success

of the chain store is basically due to its economic soundness;

that the permanency of the chain store is beyond question

and the only economic question is how far it will go and how
it will evolve.

"Second: I believe that what and all that can be objected

to in the chain store business, as a business and as in the case

of any business, is the use of wrongful or uneconomic prac-

tices in or incidental to its pursuit, or the development of

illegal monopoly in it. That wrongful and uneconomic prac-

tices have been and are used in the business, cannot be
denied. That such practices are detrimental to all concerned
and should be eliminated, likewise cannot be denied. As to

an illegal chain grocery store monopoly, I see none. But I

do see the use of methods in this business which have been
heretofore and elsewhere used to create illegal monopoly.
That such methods are detrimental to all concerned and
should be eliminated, again cannot be denied. And in view of

'In a communication to the National Chain Store Grocers Association at its

eighth annual meeting, Memphis, October 11, 1928.
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the size and concentration of the chain store business, such

methods, if not ehminated, will continue to raise the mo-
nopoly question.

"Third: I believe that legislation directed to outlaw the

chain store business or in any way unduly to discriminate

against it is unsound in principle, unconstitutional in law and
unjust in application."

That Mr. Dunn, like most other good lawyers, was wrong in

his view that anti-chain-store laws were unconstitutional, be-

came clear only when the Supreme Court so decided, but

history has proved that he was right in most of his other

observations regarding the economic basis for chain-store

success. The "uneconomic practices" to which he referred

(and which were used not only by the chains but by large-

scale operators of all types) were to a large extent eliminated

when they were made unlawful, whether they were uneco-

nomic or not, by the Robinson-Patman Act of 1936.

But in 1928, the tide of criticism was so strong against the

chains that neither Mr. Dunn's disinterested appraisal of what

was happening in distribution nor the arguments of chain-

store proponents proved of much avail.

One of the first concrete results of the anti-chain crusade

was a resolution introduced in the U.S. Senate by Senator

Smith W. Brookhart, of Iowa, and approved May 5, 1928,

calling for an extensive chain-store inquiry by the Federal

Trade Commission.

According to Mr. Dunn,^ the resolution originated with the

National Association of Retail Grocers, of which he was gen-

eral counsel, and was prepared for the association by John A.

Cunningham, secretary, Iowa Retail Merchants Association,^

and Mr. Cunningham "secured its introduction." Mr. Dunn,

himself, thought the investigation was in order and desirable,

because of charges of unfair practices which were widely

• The Grocery and Drug Chain Store Business, a lecture delivered by Charles

Wesley Dunn at the Harvard Graduate School of Business Administration on May
17-18, 1928.

• N.Y. Journal of Commerce, September 8, 1928, p. 9.
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made in the retail trade and because "the pubhc is entitled

and interested to know whether the charge is founded and,

if so, whether the present laws are adequate in the circum-

stances." The chains had nothing to fear, he added, if their

conduct was clear and should welcome the inquiry, because

it afforded them an opportunity to answer the charges.

The resolution itself ^^
is presented here in full because, in

the light of its origin, it can be accepted as an accurate pic-

ture of what the chain-store problem looked like to the inde-

pendent grocers. It read as follows:

"Whereas it is estimated that from 1921 to 1927 the retail

sales of all chain stores have increased from approximately 4
per centum to 16 per centum of all retail sales; and

"Whereas there are estimated to be less than four thousand

chain store systems with over one hundred thousand stores;

and
"Whereas many of these chains operate from one hundred

to several thousand stores; and
"Whereas there have been numerous consolidations of

chain stores throughout the history of the movement, and
particularly in the last few years; and
"Whereas these chain stores now control a substantial pro-

portion of the distribution of certain commodities in certain

cities, are rapidly increasing this proportion of control in

these and other cities, and are beginning to extend this sys-

tem of merchandising into country districts as well; and
"Whereas the continuance of the growth of chain store dis-

tribution and the consolidation of such chain stores may
result in the development of monopolistic organizations in

certain lines of retail distribution; and
"Whereas many of these concerns, though engaged in inter-

state commerce in buying, may not be engaged in interstate

commerce in selling; and
"Whereas in consequence, the extent to which such con-

solidations are now, or should be made, amenable to the juris-

diction of the Federal anti-trust laws is a matter of serious

concern to the public; Now, therefore, be it

"Resolved, that the Federal Trade Commission is hereby

'* Senate R. 224, 70th Congress, First Session.
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directed to undertake an inquiry into the chain store system

of marketing and distribution as conducted by manufactur-

ing, wholesahng, retaiHng, or other types of chain stores and
to ascertain and report to the Senate:

"(1) The extent to which such consohdations have been
effected in violation of the anti-trust laws, if at all;

"(2) The extent to which consolidations or combinations

of such organizations are susceptible to regulation under the

Federal Trade Commission Act or the anti-trust laws, if at

all; and
"(3) What legislation, if any, should be enacted for the

purpose of regulating and controlling chain store distribution.

"And for the information of the Senate in connection with

the aforesaid subdivisions (1), (2) and (3) of this resolution

the commission is directed to inquire into and report in full

to the Senate:

"(a) The extent to which the chain store movement has

tended to create a monopoly or concentration of control in

the distribution of any commodity either locally or nationally;

"(b) Evidences indicating the existence of unfair methods
of competition in commerce or agreements, conspiracies, or

combinations in restraint of trade involving chain store dis-

tribution;

"(c) The advantages or disadvantages of chain store dis-

tribution in comparison with those of other types of distribu-

tion as shown by prices, costs, profits and margins, quality of

goods and services rendered by chain stores and other dis-

tributors or resulting from integration, managerial efficiency,

low overhead, or other similar causes;

"(d) How far the rapid increase in the chain store system

of distribution is based upon actual savings in cost of manage-
ment and operation and how far upon quantity prices avail-

able only to chain store distributors or any class of them;

"(e) Whether or not such quantity prices constitute a

violation of either the Federal Trade Commission Act, the

Clayton Act or any other statute and
"(f) What legislation, if any, should be enacted with ref-

erence to such quantity prices."

This v^as a major assignment handed to the Federal Trade

Commission and, with the limited manpower at its disposal, it
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took the Commission six years before it was able to send the

Senate its final report and conclusions. In the interim, it had

submitted 33 separate reports on various phases of its study

as the work progressed. Some idea of the scope of the inquiry

may be gathered from the fact that the oflBcial report consists

of some 2,694 printed pages and made a volume more than 5

inches thick.

Among the subjects covered were:

1. The growth and development of chain stores and their

distribution by States.

2. Chain-store wages.

3. Short-weighing and over-weighing in chain and inde-

pendent grocery stores.

4. Chain-store price policies.

5. Comparative prices of chains and independent stores

in the grocery and drug fields in four different cities.

6. Chain-store manufacturing and sources of supply.

7. Special discounts and allowances received by chains in

grocery, drug and tobacco fields.

8. Sales, margins, costs and profits of chains.

9. Voluntary chains in the drug, grocery and hardware

fields.

10. Final report and conclusions.

The data collected by the Commission was obtained, for

the most part, through schedules filed by the chains and others

from whom information was desired. The chain-store schedule

consisted of 36 printed pages. Field work by the Commission's

staff and special investigators produced die additional data

needed for the study.

What the Commission inquiry revealed with respect to the

various subjects covered will not be discussed at length in

these pages. On many of them the data compiled was inade-

quate to warrant conclusions of any real significance. Natu-

rally, in the course of the investigation some evidence was

found to support the familiar charges of chain-store short-

weights, low wages, price-cutting and excessive discounts and
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allowances. On the other hand, the investigation revealed that

such practices were by no means confined to the chains—that

independent merchants and wholesalers indulged in them too.

But on the main question which the Senate had put to the

Commission: "What legislation, if any, should be enacted for

the purpose of regulating and controlling chain-store distribu-

tion?" this is what the Commission said:^^

"To tax out of existence the advantages of chain stores over

competitors is to tax out of existence the advantages which
the consuming public have found in patronizing them, with

a consequent addition to the cost of living for that section of

the public. That portion of the public which is able to pay
cash and is willing to forego delivery service in return for the

advantage of lower prices will be deprived of that privilege,

generally speaking, although there are exceptions both ways.

It will also tend to an arbitrary frustration of whatever saving

in cost of production and distribution results from integra-

tion of the functions of producer, wholesaler and retailer. So,

on the whole, the number of people adversely affected by
such a tax would constitute a very substantial percentage in

comparison with the number adversely affected by present

conditions. The graduated tax on chain stores cannot ac-

complish fully the social ends aimed at by such legislation

without producing incidentally these results."
^^

And on the question of a possible monopoly, the Commis-
sion's conclusions were equally decisive. Not only did the

^^ 74th Congress, 1st Session, Senate Document No. 4, Final Report on the Chain

Store Investigation.

"That authorities on public finance regarded special taxes to discourage chain

stores with no greater favor than the Federal Trade Commission was revealed by
two surveys made in 1935 and 1938, respectively. The first was made by Miss

Mabel L. Walker, Executive Secretary, Tax Policy League (now Tax Institute,

Inc. ) and published in Tax Systems of the World, 6th Edition, Commerce Clearing

House, Inc., Chicago, 1935. Of 52 senior professors of public finance in leading

American colleges and universities, who responded to a questionnaire asking for

their attitude on various types of taxes, 45, or 86%, disapproved "special taxes to

discourage chain stores," 6 were non-committal and only one approved them.

The second study, made by the New York State Tax Commission in 1938, and

reported in the 7th Edition of the above work, published in 1938, revealed that,

of 127 Professors of Finance answering the same question, 114, or 89%, disapproved

of such taxes, 8 favored them and 5 were non-committal.
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Commission find no evidence of a chain-store monopoly at

the time of its investigation, but it recommended that all

danger from that direction in the future could be readily

averted by a simple amendment of existing anti-trust laws.

The amendment it suggested would prohibit one corporation

from acquiring the assets of another corporation where the

effect "may be substantially to lessen competition or to tend

to create a monopoly." Only last year ( 1950) such an amend

ment to Section 7 of the Clayton Act was actually enacted,

although, of course, it is aimed at mergers of all kinds and not

merely at mergers of chain-store companies.

But, no doubt, the mere fact that the Federal Trade Com-
mission was investigating chain stores was prejudicial to the

chains. On the principle that there is no smoke without fire,

many people believe diat an indictment is only the initial step

to a verdict of guilty, and an "investigation" has about the

same significance. Why are the chains being investigated by

the Federal Trade Commission if their success is on the up

and up? was a question which the average layman was in no

position to answer but which carried its own implications to

any but the more logical.

One of the most aggravating features of the anti-chain cru-

sade was the "trade-at-home" campaign sponsored by local

merchants with or without the help of professional agitators.

The publicity given to such a project in one community natu-

rally prompted promotion-minded retailers in others to launch

similar campaigns.

When such a campaign was organized in Petersburg, Va.,

early in 1926, Chain Store Age^^ pointed out that it was

doomed to failure because, while the local merchants might

support it financially, consumers would remain skeptical. In

fact, "the more the independent merchants thunder against

the menace of the chains," the editorial observed, "the more

the consumer begins to realize their underlying virtues." A

"P.L. 899, December 29, 1950.

"April, 1926.
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warning was offered that "about the very worst thing that

could happen to cities like Petersburg, which raise war-chests

to fight the chains, would be to have the chains take them at

their word and leave them flat."

A few months later, Chain Store Age^^ reported that the

Petersburg campaign was still on, "a high-powered speaker

from New York" having been imported to promote it. Whether

or not the "high-powered speaker from New York" was re-

sponsible was not made clear but the story quoted a chain-

store manager in Petersburg as saying that his sales had

increased 50 per cent since the campaign had begun!

That same month the independent merchants of Jackson-

ville, 111., ran a full-page advertisement in the local newspaper

warning the public that "the future of the children" was

jeopardized by chain-store growth.

This sort of thing spread throughout the country, gradually

at first but gaining momentuni in the years which followed,

especially when professional promoters saw in such cam-

paigns a chance to profit by them. Among the trade-at-home

campaigns which were being waged in 1929, was one in

Springfield, Mo., under the auspices of the local Chamber of

Commerce. Because it was more or less typical of similar

campaigns elsewhere, some of the copy angles used in the

local newspaper advertising will serve to reveal the appeal

most commonly employed.

The slogan for the campaign in question was: "Keep Ozark

Dollars in the Ozarks." Under the headline: "The Chain Store

Menace," an advertisement in the Springfield Leader, May 13,

1929, read as follows:

"Too much cannot be said against certain chain stores and

their methods. Their local managers are 'mechanical opera-

tors,' controlled entirely by a set formula. These local man-

agers cannot participate in any action, cause or activity for the

good of all Springfield. They are not permitted to 'give until

it hurts' either of their time or of their company's money. Their

"July, 1926.
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duties, boiled down, are to 'get Springfield's money' and to

send it to the Home OflBce.

"Cities are not built on this basis.

"Your loyalty to the Home Owned Stores—your patronage

and friendliness to these stores—and your recognition of the

Chain Store in its true light—that of a parasite upon legitimate

business and a menace to our city's prosperity, will result in

a CONTINUATION of that prosperity which has made
Springfield so outstanding."

The advertisement carried the signature of the Chamber of

Commerce, Community Building Bureau.

Another advertisement in the series^^ stressed the point that

"not one of the executive heads of any chain store organiza-

tion now opening up in this city, owns a residence here. Living

in distant cities, we can hardly expect these chain store owners

to have any other interest in Springfield and the Ozarks than

to take what money they can out of the city. The owners of

our home stores, together with you and all otiher loyal citizens,

are boosters for Springfield. Our money has built up the city.

Let's continue to stand together." Readers were urged to

"Patronize Your Home-Owned Stores—the Money They Earn

Stays in Springfield—for the Development of Springfield—not

Chicago or New York."

The "absentee-ownership" theme was not, of course, the

only one used but it was undoubtedly the one most commonly
employed. The appeal for loyalty to the local merchant was

based largely on the implication that the community was

dependent upon him for the building and support of its

schools, churches, public parks, libraries and other community

institutions. Entirely ignored was the fact that most public

activities are supported by public funds in the form of taxes to

which all contribute in one way or another—the wage-earner

and the tenant as well as the employer and the home-owner,

the chain store as well as the single-store merchant, the manu-
facturer as well as the distributor and the professional man as

"May 6, 1929.
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well as the business man. So far as donations to churches,

charities and other activities dependent largely upon volun-

tary contributions were concerned, the fact that tfie average

independent merchant was in no position to make more than

a token contribution, if any, to such projects was also lost

sight of.

Nevertheless, these "trade-at-home" campaigns persisted.

In the year ending October 1, 1930, the National Chain Store

Association noted that they had been developed in more than

400 cities and towns throughout the United States.

What the situation was at that time was summarized by
the late Robert W. Lyons, executive vice president of that

association, as follows:

"Up to a year ago, the American public was conscious only

that something tremendous was taking place in the field of

distribution. Anti-chain-store propaganda was so great that

much genuine sympathy was aroused on behalf of the out-of-

date and unsuccessful merchant. In more than 400 cities and

towns throughout the United States, active local organizations

were developed to fight the so-called 'chain-store menace.'

United States senators, congressmen, governors, judges. State

legislators, county and city ofiicials, were being drawn into the

ever-widening group who were opposed to the chain store.

Local radio stations from coast to coast were being impressed

with the profits to be made by selling their time to the enemies

of the chain store. More than 100 newspapers had added their

voice to this already noisy chorus."

Included in the ammunition used by the anti-chain inter-

ests were various pamphlets prepared and circulated by the

American Wholesale Grocers' Association and other organized

and individual sponsors. One of these pamphlets, whose title

suggests its nature, was called: "Sons and Daughters for Sale";

it was the work of W. A. Masters, treasurer of an old-line dry-

goods wholesale house. It was widely circulated through other

jobbers, manufacturers and retailers.

The use of the radio against the chains on an extensive scale
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was probably initiated by W. K. ("Old Man") Henderson of

Shreveport, La., who used his own station KWKH, Shreve-

port, for that purpose. Incorporating his project as the "Hello

World Broadcasting Corporation"—named after the opening

words of all his broadcasts, "Hello World"—"Old Man"
Henderson, as he dubbed himself, discovered very quickly

that attacking the chains in a vituperative way brought him
country-wide attention which he lost no time in capitalizing.

His first step was to organize over the air the "Merchants'

Minute Men," an organization to which any independent

merchant could belong by merely sending Henderson $12. His

appeal to those who felt the need for assistance against "the

chain-store octopus," which Henderson built up so terrify-

ingly, was an eflFective one and money is said to have flowed

into is coffers from all corners of the country.
^^

To supplement that income, Henderson offered to sell his

own brand of coffee at $1 a pound to anyone who wanted

to contribute to the cause. As the best coffee was selling at

that time at less than half that price, Henderson's coffee sales

must have netted him a liberal profit.

How much Henderson collected in all from his campaign

only he knew, but the general impression was that he had
uncovered a "gold mine." At any rate, he could not keep this

new type of anti-chain racket to himself very long. Imitators

sprang up in various sections of the country and the air war
against tiie chains was extended to many fronts. In fact,

although Henderson dropped his campaign before the end of

1931 and turned his attention to other activities, the other

broadcasters maintained the air barrage for some time longer.

One interesting feature of the Henderson campaign was
a counterattack launched by Clarence Saunders, one of the

founders of the Piggly Wiggly system of self-service stores

but then operating individually as "Clarence Saunders, Sole

Owner of My Name." He used full-page advertisements in

""Henderson's Merchant Minute Men Challenge the Chains," Printers* Irik,

February 20, 1930.
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the Memphis newspapers to lambaste the Shreveport traducer

of the chains. In such an advertisement in the Memphis Com-
mercial Appeal, March 14, 1930, which was addressed to "Rat

Henderson," Saunders let loose a flood of personal vitupera-

tion which even Henderson must have found it diflScult if not

impossible to match.

That many of the anti-chain-store projects were regarded

as "rackets" by the legitimate retailers' associations is evi-

denced by two bulletins in the author's possession.

One of them, dated February 14, 1930, was issued by C. H.

Janssen, secretary-manager of the National Association of

Retail Grocers. It read in part as follows:

"At the present time, there are in the United States literally

thousands of individuals interesting themselves in anti-chain-

store campaigns purely for the money they can make out of

it for themselves. To the extent that any so-called anti-chain-

store campaign is based purely on the educational grounds of

acquainting tibe merchants and the public with the economic,

social and civic benefits of the individual type of distribution,

we have no criticism to offer, but we all know that every

movement which has reached a momentum where it interests

a large number of our people attracts what we may term 'camp

followers' who attach themselves to such movements for

the purpose of exploiting them to promote profits for them-

selves. . . .

"There are on my desk at the present time seven applica-

tions for financial assistance from newly bom companies and

individuals. ... I have had inquiries from nearly every sec-

tion of the country indicating that our self-appointed friends

are numerous.

"Retail grocers and all merchants should be warned against

parting with their money to support irresponsible parties or

campaigns which promise no constructive results for the in-

dividual trade. A recent attempt to secure information about

several such organizations clearly indicates that these organ-

izations are set up to make money for their promoters."
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The other bulletin, dated February 19, 1930, was issued by

George V. Sheridan, director, Ohio Council of Retail Mer-

chants, and, referring to one of the new anti-chain-store asso-

ciations which was operating in Ohio, read in part as follows:

".
. . We are receiving a number of inquiries from mer-

chants and local secretaries as to whether we have indorsed or

are affiliated with this 'movement' to fight the chain stores.

In reply, we will state definitely that none of the organizations

connected with the Council have indorsed or are connected

with this organization in any way. So far as we have been able

to learn, none of the existing state retail associations outside

the Council have indorsed it. Several have definitely refused

to approve the movement. ...

"The Ohio Wholesale Grocers' Association and the Ohio Re-

tail Grocers' Association, both of which have been active in

the past in fighting the chain stores, have advised their mem-
bers definitely to withhold financial support from . . . any of

these movements originating in Ohio. ...

"The Dayton Better Business Bureau has issued a confi-

dential report calling attention to the fact that at least one-

half of the $10 membership fee goes to the salesmen and pro-

moters who are soliciting the memberships."

What were the chains doing all this time to oflFset the abuse

to which they were being subjected on so many fronts?

As a matter of fact, not until the end of 1928, when the

National Chain Store Association came into being, were the

chains equipped to do anything at all in an over-all way. Prior

to that, the chains had only two associations, both in the

grocery field. One was the National Chain Store Grocers

Association, organized in 1920, and the other a regional

association, the Western States Chain Grocers Association, or-

ganized in 1922, to which reference has already been made.^^

The national association, of which Alfred H. Beckmann had
been one of the founders and had served as its executive di-

rector throughout its existence, fulfilled its purpose more or

^'F. in, supra.
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less effectively until it was succeeded in 1928 by the National

Chain Store Association. Its annual meetings had brought

together food-chain operators from all over the country. Many
of them w^ere destined to work together in the common in-

terest for many years to follow. It was the only organization in

its time which was equipped to keep an eye on the anti-chain

movement which was then getting under way, particularly

on the anti-chain-store legislative measures which were then

beginning to crop up.

However, as Chain Store Age had pointed out in its very

first issue, which appeared in June, 1925, what the situation

called for was a national chain-store association open to chains

in all fields. Not only would all chains be affected by the wave

of anti-chain bills which, even then, was indicated, but why
should the food chains carry the burden of fighting them

alone?

.

That proposal was slow to take root but, when in 1927 three

anti-chain-store tax bills were actually enacted, as has been

previously detailed, the first step in the proposed direction was

taken. At its convention in 1927, the National Chain Store

Grocers Association amended its constitution to provide for

the admission of chains outside the food field as associate

members. Furthermore, a large part of the meeting was de-

voted to a discussion of the problem and what could be done

about it.

The final step was taken the following year in Memphis,

when the old association met for its eighth and final conven-

tion. There it was dissolved and a new organization, the

National Chain Store Association, open to chains in all fields,

was simultaneously organized to take its place. Within a few
months, as soon as they had had a chance to learn of the new
organization, practically all the leading chains in all fields

became affiliated with it.

Its first president was E. G. Yonker, Sanitary Grocery Co.

(now Safeway), Washington, D.C.; first vice president, F. H.

Massmann, National Tea Co., Chicago; second vice president,
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Edward Dale, Safeway Stores, Inc., Oakland, Calif.; third

vice president, T. Harry Roulston, Thomas Roulston Inc.,

Brooklyn, N.Y.; treasurer, H. C. Bohack, H. C. Bohack Co.,

Brooklyn, N.Y.; and secretary and general manager pro tern,

the author, who was the editor of Chain Store Age. The reason

all the original ofBcers came from the grocery field despite the

general nature of the new organization was that few of the top

men of the chains in other fields had been present at the or-

ganization meeting in Memphis. The following year, however,

Paul H. Metzger, Washington Shirt Shops, Chicago, and Mal-

colm G. Gibbs, Peoples Drug Stores, Washington, D.C., were

elected vice presidents in addition to Edward Dale, Safeway

Stores, and William N. Haraway, Continental Food Stores.

Ward Melville, Melville Shoe Corporation, New York, became
treasurer, and other chains were well represented on the

board of directors and the executive committee. Among the

members of the board were George B. Everitt, Montgomery
Ward & Co., Chicago; George M. Gales, Louis K. Liggett

Co., New York; E. H. Krom, G. R. Kinney Co., New York;

Frank Melville, Jr., Melville Shoe Corporation;
J.

C. Penney,

J.
C. Penney Company, New York; C. B. Van Dusen, S. S.

Kresge Co., Detroit; Gen. R. E. Wood, Sears, Roebuck & Co.,

Chicago; C. R. Walgreen, Walgreen Company, Chicago; and

Don Davis, Western Auto Supply Co., Kansas City, Mo.; be-

sides four from the grocery field: C. F. Adams, First National

Stores, Somerville, Mass.; Samuel Robinson, American Stores

Co., Philadelphia; Ross Mclntyre, MacMarr Stores, Portland,

Ore.; and M. B. Skaggs, Safeway Stores.

The executive committee consisted of F. H. Massmann,
National Tea Co., chairman; E. G. Yonker, Sanitary Grocery

Co.; Alvin E. Dodd, Sears, Roebuck & Co.; Ward Melville,

Melville Shoe Corp.; Roy H. Ott,
J.

C. Penney Company; T. H.

Roulston, Thos. Roulston, Inc.; Wheeler Sammons, Walgreen
Company; W. T. Grant, W. T. Grant Co., New York, and John
B. Bonham, Kroger Grocery & Baking Co., Cincinnati.

Elected as president was William H. Albers, Kroger
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Grocery & Baking Company, but in May, 1930, when he re-

signed from that company his successor, Albert H. Morrill,

took over as president of that company and of the National

Chain Store Association as well.

Reappointed as executive vice president was Robert W.
Lyons, the young Indiana lawyer who had been selected to

direct the association's activities a few months after its organi-

zation and who had demonstrated early that he was fully

equal to the task.

With such a powerful and representative organization, the

chains could hardly have been expected to remain silent and

inactive in the face of the barrage of propaganda which was

being unleashed against them—to allow their traducers to go

unanswered. Nor could they have been expected to stay away
from the State capitols where legislators were being urged to

check their further progress by punitive and discriminatory

taxes.

After all, did not the new type of distribution they had in-

troduced represent a definite improvement over the one it was,

to some extent, replacing? Had not the success they had
achieved come legitimately? Did it not reflect public approval

of the kind of stores they were operating? And if their growth

had been extensive and rapid, especially in recent years, was
that not in the public interest? If the public preferred chain

stores, as their patronage indicated, why not establish them
wherever needed as rapidly as possible? Furthermore, most of

the charges levelled at the chains were false, exaggerated or

irrelevant and the whole anti-chain movement was inspired

and sustained by the selfish interests of those who felt the

effects of chain-store competition or who sought to capitalize

the resentment which resulted.

At least that was the way the chains felt about the situation.

What they did about it is reflected in the annual report of

Mr. Lyons, covering the work of the association in the year

ending October 1, 1930.

In order to meet and counteract the growth of anti-chain-
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store propaganda, an organized educational campaign had

been commenced shortly after October 1, 1929. Its purpose was

to give to the pubhc a clearer understanding of just what the

chain stores meant in terms of superior merchandise at lower

cost, to provide students in high schools and colleges with

authoritative information about the chain-store system, to

acquaint the farmer with the benefits he derives from more

efficient distribution as represented by the chains, and inform

Federal and State executives and legislators regarding the

social and economic value of the chains and the danger in-

volved in imposing unsound tax burdens on them.

One feature of the program was a monthly bulletin called

Chain Store Progress. It presented a digest of current develop-

ments, editorial comment and addresses made regarding the

chain-store question. More than 400,000 copies of it were dis-

tributed during the year. The bulk of the copies went to

legislators, editors, teachers of marketing. State marketing

oflBcials, college libraries, debaters and a special list of more

than 21,000 leading citizens.

Several hundred thousand pamphlets and reprints of

speeches were also distributed and articles were supplied to

leading periodicals.

Mr. Lyons, executives of member companies and two pro-

fessional speakers addressed scores of meetings of business

men and made radio broadcasts whenever the opportunity

arose.

"One of the most interesting manifestations of the public

interest in the chain-store question," Mr. Lyons pointed out,

"has been the increasing frequency with which it has been

selected as the topic for leading high school and college de-

bates. More than 500 such debates have been held during the

past year. In practically every case we have been asked to

supply the data upon which the chain store could be ade-

quately championed. We have supplied such material in ever-

increasing quantities and, based upon our present informa-

tion, we are anticipating almost 5,000 similar debates to be
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held throughout the United States during the coming year.

We have prepared a comprehensive Debaters' Manual, cover-

ing every phase of the chain-store subject, and are prepared

to distribute it wherever such information is required. It is

gratifying to note that approximately 85 per cent of all the

debates held this year were decided in favor of the teams

which supported the chain stores in their arguments. We
believe that our thorough-going preparation of debate ma-

terial has been an important factor in contributing to this

success."

The association set up a research department, with Dr.

Paul C. Olsen, of Columbia University, as consulting director.

It not only undertook to gather, analyze and interpret a vast

quantity of data about chain stores issued by others, but

made some important original studies itself.

One of the main functions of the association was to see that

the flood of discriminatory tax legislation which was finding

its way into almost every State legislature met with at least

some resistance. Whenever and wherever such bills were

introduced, the association arranged for representation by

counsel and sent a member of its own staff to appraise the

situation and decide what measures could be taken to defeat

the proposal. How effective the association's effort was is

indicated by the fact that of 142 bills introduced in 29 legis-

latures between January 1, 1929, and October 1, 1930, only

six imposing chain-store taxes were passed.

If the association was proud of its work in the legislatures,

as Mr. Lyons' report indicated, it had even more cause for

gratification with the success the chains had so far achieved in

the courts. Wherever they had challenged the constitution-

ality of anti-chain tax laws, they had won. The association was

particularly pleased with the chains' latest victory in Indian-

apolis, where a three-judge Federal Court had declared the

Indiana tax of 1929 unconstitutional. The association's re-

search department had compiled the economic data and sta-

tistics used so effectively in the case. The whole case was built
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around the testimony of Mr. Lyons and Dr. Paul H. Nystrom,

professor of marketing, Columbia University.

On the litigation front, indeed, the outlook then was bright

enough for Mr. Lyons to express the hope that within the next

two years, by careful preparation and guidance of litigation,

such as had characterized the Indiana case, the association

would be able "to establish the manifest unconstitutionality"

of all these anti-chain tax laws.

Unfortunately, however, within a very few months after

that expression of confidence, the whole picture was to

change.

On May 18, 1931, the decision of the three-judge Court was

reversed by the U.S. Supreme Court. In deciding that the

Indiana chain-store tax was constitutional,^^ the Supreme

Court validated not only that particular tax but all chain-store

taxes of that type. It established the principle that chain

stores were different in kind from independent stores and not

merely in degree, and that the difference was great enough to

justify different tax treatment. True enough, the decision was

by a divided court, five to four, but it was just as decisive and

as ominous, from a chain-store standpoint, as if it had been

unanimous.

It was a heavy blow for the chains, coming as it did from a

source which they had reasonably regarded as their one sure

refuge. Furthermore, it came at a most unfortunate time-

when the need for additional State revenue was almost uni-

versal throughout the country. With practically every State

looking hungrily for new tax sources, how could the chains

hope to avert a veritable avalanche of new levies for which the

Supreme Court had not only cleared the way but had flood-

hghted it?

However, the chains were fortunate in one respect. Most

of the legislatures which had regular sessions scheduled for

1931 had already adjourned. Only eleven were still in session.

Thus, the full effect of the decision would be deferred at least

" State Commissioner «. Jackson, p. 127, supra.
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until the following year, when only nine States were sched-

uled to hold regular sessions, although at least fifteen more
were expected to call special sessions because of their revenue

deficits.

To meet this crisis, the association advanced its annual

meeting to June 22, 1931—to take immediate stock of the situ-

ation and decide what could be done about it.

What happened at that meeting was revealed in Mr. Lyons'

report for the year ending September 30, 1931. Because of

the summer meeting, it had been decided to forego the usual

convention in October. To take its place. Chain Store Age de-

voted its October issue to what was designated as a "stay-at-

home convention." Among the reports presented at that "con-

vention" was that of Mr. Lyons. It revealed that, at the June

meeting, the majority had favored an immediate, gigantic

campaign to inform consumers of the true meaning of anti-

chain-store taxes, stressing their effect on the general standard

of living. Others, more conservative-minded, had felt that the

launching of any such campaign might well be deferred until

the leaders of the industry had had more time to weigh the

various problems involved. One thing they had all agreed

upon was that the budget for the year beginning October 1

should be double what it had previously been.^^ Most of the

additional funds would be needed for the extra tax-defense

work, which would certainly be necessary, and the educa-

tional and research programs would have to be stepped up

even if an all-out educational campaign were not under-

taken.

During the year, Mr. Lyons reported, more than 5,000

debates on the chain-store question had been staged before

high-school and college audiences aggregating some 1,900,000

persons.

Of the eleven legislatures still in session when the Supreme

Court decision was handed down, Mr. Lyons reported that

seven had lost no time in pressing anti-chain-store bills for

" The budget had previously been $250,000.
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passage. And some of them were far more severe than the

relatively mild tax involved in the decision.

"In Florida," Mr. Lyons pointed out, "the tax proposed in

the top bracket was $250 per store, but an Illinois bill set the

maximum at $1,000."

"Fortunately for the chain-store industry," he observed,

"only two chain-store bills were passed since the Supreme

Court's decision—Florida and Alabama, (a bill taxing chain

stores was passed by both houses in Wisconsin but, owing to

a technical error. Governor LaFollette returned it to the legis-

lature where it was tabled until the next session )

.

"The year 1931-1932, however, with nine legislatures in

regular session and fifteen in special session, may tell an

entirely different story unless some sound, aggressive action

is taken by the chain-store industry."

What actually happened in 1932, when 125 bills were intro-

duced, is shown in Table 10, page 129, as is also the box-score

for 1933, when 225 bills came up for consideration and
thirteen of them were passed.

How many of the seventeen anti-chain-store tax laws passed

in 1931, 1932 and 1933, after the Supreme Court decision,

might have been enacted in any event cannot, of course, be
known. The combined effect of sustained anti-chain propa-

ganda and the widespread need for additional State revenue

would probably have produced some of them even if their

constitutionality had still remained in doubt. On the other

hand, but for the decision, many of the laws in question

would not have been enacted.

But the decision, unexpectedly enough, had some favorable

consequences too. Among them was the reaction of the daily

press. Almost unanimously it deprecated the decision, stress-

ing the potential danger to the economy if it resulted in check-

ing chain-store development. That the reaction was not just

another case of sympathy for the under-dog was obvious from
its extent and the reasons which accompanied it.

Chain Store Age^^ commenting on it, declared:

" Chain Store Age, July, 1931.
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"In the whole history of chain-store development, we doubt

whether as much space has been devoted to the merits of

the chain-store idea as has been used in the few weeks since

the Supreme Court decision was handed down, and cer-

tainly the amount of favorable comment the chains have re-

ceived in the public press was never approached before the

Supreme Court declared that the chains are the legitimate

prey of every State which wants to mulct them.

"Why this belated recognition by the newspapers of the

merits of the chain-store idea? Why this sudden awakening

to the folly of penalizing the chain store for the benefit of

those who serve the public less efficiently?

"The answer lies in the fact that for the first time the news-

papers of the country have a clear idea of what the agitation

against the chains really means. This decision of the Supreme

Court has driven home the fact that the chains have grown

because they represent a distinct improvement over the meth-

ods of distribution they are, to some extent, replacing. Un-

favorable as this decision is from the chain-store standpoint

in one respect, certain it is the chains themselves could issue

no more effective propaganda in their own behalf. . . .

"We are convinced that the reason so many newspapers

have revealed such a friendly attitude towards the chain-store

idea since this decision was handed down is that, for the first

time, their eyes have been opened to the truth.

"If that is a correct deduction, then the course of the chains

is crystal clear. The simple truths set out by the Supreme

Court must be repeated so frequently, so forcibly and so con-

vincingly that not only the newspapers of the country but

every man, woman and child will understand and appreciate

them. Only in that way may the chains expect to escape the

penalties of discriminatory taxation which the Supreme Court

has declared the States are at liberty to impose even though,

in the same opinion, the most cogent reasons are given why
chain-store growth should be encouraged."

But no such all-out educational campaign developed. Al-
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though the association did set up a committee in 1931 ^^ to

discuss such a campaign and to make its recommendations,

and various comprehensive plans were submitted by commit-

teemen who favored the idea, that was as far as it went. Sev-

eral factors combined to thwart further action along those

lines, as will appear later.

Another favorable outcome of the Supreme Court decision

was its eflFect on the more conservative element among the

leaders in the independent field itself. Many of them believed

that it might prove to be a boomerang which would eventually

hurt the independent merchant as well as the chains.

In a speech to the National Retail Dry Goods Association,

whose membership consisted primarily of independent re-

tailers, George V. Sheridan, executive director of the Ohio

Retailers' Council, another organization primarily interested

in promoting the interests of independent retailers, pointed

out that "a legislature which taxes chain stores today will

tax all stores tomorrow." ^^ He was particularly apprehensive

of the effect on all retailers of a gross sales tax, such as was
imposed by the Kentucky Act of 1930, if that type of tax

should likewise be held constitutional by the Supreme Court.

A decision from that Court was then expected momentarily,

although when it was handed down in 1932, it was an abortive

one. It merely required the lower court which, on technical

grounds, had dismissed the case challenging the constitution-

ahty of the law, to try the issues on the merits. The Supreme
Court's final decision, declaring the Act unconstitutional, was
not handed down until several years later.^*

Mr. Sheridan stressed the fact that such a tax not only hurt

the big department stores as well as chain stores, being based

entirely on sales volume, but that even small independent

stores could not expect to remain immune, even though the

"The committe consisted of Fred H. Massmann, National Tea Co.; Ward Mel-
ville, Melville Shoe Corporation; Roy Ott,

J.
C. Penney Company; Wheeler Sam-

mons, Walgreen Company, and the author. Chain Store Age, October, 1931.
" Chain Store Age, March, 1932.
"* P. 135, supra.
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law as it then stood practically exempted the small-scale mer-

chant. What was to prevent the legislature at any time from

amending the law to bring even the small retailers into the

tax-paying category?

In any event, the National Retail Dry Goods Association

took a definite position against special chain-store taxes as

did many individual champions of the independent merchant

who openly advised against them.

So far as the chains themselves were concerned, although

an all-out educational program appealed to many of their

leaders as an obvious step to be taken, whatever it might cost,

some of the factors which prevented it from ever getting

beyond the planning stage may now be considered.

In the first place, the long-range benefits of an educational

campaign seemed to many to be of secondary value compared

with the immediate task of fighting the numerous anti-chain

tax bills, already pending in the legislatures, or which were

certain to be introduced later.

To the objection raised by some that lobbying against pro-

posed legislation was a dangerous business, if not actually

unethical, Mr. Lyons replied forcefully in a report to the

executive committee in March, 1932. Because of the criticism

which was later to be levelled at the tax-defense measures

used by the chains, particularly with respect to their practice

of retaining politically powerful representatives at State capi-

tols, Mr. Lyons' observations on the "ethics" involved are

worth preserving. He said:^^

"The problem concerning the wisdom and the ethics of our

tax-defense program is one of profound significance. Any in-

telligent judgment of it must be based upon a broad under-

standing of the character and development of State govern-

ment.

"State legislatures throughout the United States, in the

exercise of governmental functions, are considering proposals

designed to drive chain stores out of existence, or to place

"From typewritten copy in author's possession.
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them at a comparative disadvantage. The question, therefore,

arises as to what the chain stores should do and have a right

to do in opposing such legislation.

"In answering this question, I stand upon the time-honored

premise that the governments of the various states are or-

ganized no less to protect the chain stores, the manufacturers

from whom chain stores buy, and every business of every

kind, than they are to protect the rights and prerogatives of

the individual retailer and the individual citizen.

"It seems to me to follow that if proposed tax laws will

injure chain-store operations, and thus curtail benefits hereto-

fore made available to the consuming pubHc, then the chain

stores not only enjoy the right to oppose such legislation

before the proper governmental bodies, but they owe an in-

escapable obligation of citizenship to make that opposition as

effective as possible, while keeping it, in spirit and in fact,

within the law. Furthermore, it seems to me that every manu-
facturer from whom we buy, and whose prosperity, together

with that of his employes and his community, is involved in

any pernicious or destructive tax scheme, owes an equally

inescapable obligation to raise his voice and his influence in

opposition to such corruption of governmental action. . . .

"If democratic government, administered under party sys-

tems, were perfect in integrity and wisdom, it would be un-

necessary to meet this problem. Unfortunately, this is not the

case. The history of party politics and of politicians has been
the same the world over. Their activities have been developed
as an expression of the will of the voters—^but they are scarely

established until they sterilize self-government and actually

restrain the average voter from having what he really wants.

The ultimate status of political parties and politicians is to

tell the people what they want, and to give it to them even
when they want nothing at all. . . .

"To understand the problem which the chain stores face,

it is necessary to realize that in every State there is a wet vote

and a dry vote, a city vote and a rural vote, a radical vote and
a conservative vote, the utility vote and the railroad vote, the

farm vote and the soldier vote, the hoodlum vote and the

church vote, and so on without end.

"These organized and articulate minorities maintain ex-

tensive lobbies for the purpose of securing their legislative

objectives, which mostly result in plundering the public
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treasury for some selfish end. Our State governments, far from
being perfect, apparently worship but one god—legislation.

The arts and sciences of administration and management,
which sound government demands are totally ignored by the

politician, for obvious reasons. Legislation fascinates because,

under the cloak of law, special privilege is made legal. I

maintain that it is no less the granting of a special privilege

for a State legislature to tax chain stores and let their com-
petitors go untaxed, than for it to give soldiers, or the Anti-

Saloon League, or the farmer, a dole out of the public

treasury.

"If I am right in my conclusions about this, then it follows

that in the interest of sound government there needs to be a

vigorous check upon those political systems which make it

possible for organized minority groups to force destructive

legislation through our State assemblies, with a resultant ex-

pense to the whole people.

"No one, I am sure, will suggest that the current flood of

anti-chain-store tax legislation is a reflection of the will of the

majority of our people. Nor will they suggest that it is being

fostered by any save a selfish minority interest. Even so,

unless the chain stores refuse to acquiesce in the feeble atti-

tude that would have us abandon our defenses, they will find

themselves the victims of those strong opposing forces which
are aheady trying to organize party politics so as to loot them
of their justly earned success. . . .

"The proposal that the chain stores give up their tax de-

fense is in fact to urge the chain stores to resolve themselves

into a sort of defenseless jelly, for which our enemies pray

and upon which they hope to feed."

Another factor which worked against serious consideration

of a major educational campaign was the discouraging depres-

sion under which the country was staggering. Although chain-

store sales were not feeling the effect of reduced consumer

buying power to the same degree as retail sales in general,

the chain-store sales, and profits, too, were definitely declin-

ing. Furthermore, the situation gave little hope for improve-

ment in the foreseeable future. One direct effect of declining

chain-store sales was a corresponding decline in the associa-
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tion's revenue, which was based on the sales of member com-

panies. In the face of these conditions, the decision made in

June, 1931, to double the budget for the following year was

rescinded, and the 1931-1932 year began with less revenue in

sight than had been budgeted the previous year, before the

devastating Supreme Court decision.

Still another consideration was a feeling upon the part of

many of the operators that perhaps the best approach to a

solution of their problems would be to set up State associa-

tions in place of or to supplement the national organization.

The tax problems, it was argued, were at the State level, and

the support of local chains in opposing them might be gained

more readily than had proved to be the case with the national

association directing the eflFort. The idea found sufficient favor

to bring about the organization of the Illinois Chain Store

Association on February 3, 1932, although an attempt a month
later to organize a similar association for New York made
no headway.

On the top of this conflict of ideas among the chain-store

leaders came the New Deal and the National Recovery

Administration,^^ which provided the answer, so far as the

National Chain Store Association was concerned. For at a spe-

cial three-day meeting in Washington in June, 1933, called by
the chains for the purpose of deciding their future course, it

was quickly agreed that the national association would no
longer meet their needs. Under NRA each industry and trade

was required to develop a code for its own regulation. No code

could be approved by the "Blue Eagle" Administrator unless

the organization sponsoring it was "truly representative" of

the field affected. Obviously the N.C.S.A. would not have met
that test for all the various kinds of chains affiliated with it.

It did not have enough members in any individual field to

make it "truly representative" of any of them.

Thus, in 1933, the N.C.S.A. followed the example of its

predecessor and dissolved itself. It was succeeded by individ-

" The National Industrial Recovery Act, June 16, 1933.
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ual associations in each of the fields in which the chains played

an important part. Thus came into being the Food and Gro-

cery Chain Stores of America, Inc., whose unwieldy name was

later changed to National Association of Food Chains; the

Limited Price Variety Stores Association; the National Asso-

ciation of Chain Drug Stores; the National Council of Shoe

Retailers; and the Mail Order Association; and, later on, the

Institute of Distribution.

With the new associations pre-occupied with the many new
problems created by NRA, and the old association out of the

picture, what became of the tax-defense program which Mr.

Lyons had organized and directed so successfully from 1929

to 1932? Fortunately for the chains as a whole, it was salvaged

by the action of fourteen of the larger companies who realized

the necessity of keeping it going. They retained Mr. Lyons

as counsel and he continued to function in that capacity until

his death in 1949.

That the organization of separate chain-store associations

in the various fields was a wise one, soon became apparent.

No single association could have met the need for special

technical guidance in each of the fields in which the chains

were a factor. Certainly the National Chain Store Association,

as it was set up in 1933, was in no way geared to provide that

kind of leadership.

Throughout the relatively brief existence of NRA^^ the

chains would have been hard put without a special trade

association in each field to represent them. In the grocery

field, for instance, not only did the food chains have to work

out a code for their own regulation as grocery distributors,

but it was necessary to follow closely the framing of 64 codes

in other industries to make sure that none of them worked
unfairly against the interest of the food chains or other food

distributors.^^ The same was true, to a greater or lesser extent,

"^The National Industrial Recovery Act was declared unconstitutional by the

U.S. Supreme Court, May 27, 1935, in Schechter v. U.S., 295 U.S. 495.
^ See "Report on N.A.F.C," Chain Store Age, Grocery Edition, October, 1948.
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in each of the other fields in which the chains had set up their

own association.

But the usefulness of these separate chain-store associations

did not end with the termination of NRA. On the contrary,

it increased substantially in the years which followed and

which brought with them even more serious problems. As is

revealed in later chapters, the associations played a major role

in improving the chains' public relations in the only sound way
in which public relations can be improved—by helping the

chains do a better all-round job.

In the meanwhile, however, several chains got themselves

involved in the organization of another association which was

to cause them plenty of adverse publicity and embarrassment

and was to result indirectly in the passage of a Federal law

designed to limit the buying advantages which large-scale

operators had previously enjoyed. The story of the congres-

sional inquiry into the organization and purposes of the

American Retail Federation, its expansion into an investiga-

tion of large-scale buying, and its outcome—the passage of the

Robinson-Patman Act of 1936—has a direct bearing on the

subject-matter of this chapter but, because of its more general

application, is covered in a special chapter of its own.



CHAPTER IX

THE "SUPERLOBBY"

INVESTIGATION

One of the most eventful chapters in chain-store his-

tory was the outcome of a bungled publicity release announc-

ing the organization of a new^ retail association by a group of

the country's outstanding merchants.

The unfortunate release not only nearly v^recked the asso-

ciation in question before it was a week old, but brought about

a Congressional investigation of chain-store buying practices

which, in turn, played its part in securing the passage of the

Robinson-Patman Act and, incidentally, launched Congress-

man Wright Patman on an anti-chain crusade aimed at chain-

store elimination.

The story can best be told as it actually unfolded.

On April 17, 1935, the N.Y. Times carried a front-page story

with the following headlines;

MERCHANTS OF THE NATION ORGANIZE

TO ACT AS UNIT ON ECONOMIC ISSUES

"Unified Voice" on Legislative Problems to be Aim of

Group of 1,000,000—All Leading Retailers Represented

Colonel Sherrill Will Direct Activities

"Formation of the American Retail Federation to serve as

the unified voice' of the entire field of distribution on national

legislation and economic problems," the story began, "was

176
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announced here yesterday by Louis E. Kirstein, of William

Filene's Sons Company, Boston, who has played a leading

role in the creation of the new group.

"The federation expects to have a membership of more than

1,000,000 merchants having an annual sales volume of ap-

proximately $20,000,000,000."

The story went on to point out:

1. Plans for the federation had been developed in the pre-

vious six months.

2. Col. Clarence O. Sherrill would direct it as president

with an executive committee of ten, with headquarters in

Washington, D.C.

3. Mr. Kirstein had emphasized that, just as the oil pro-

ducers, steel and automobile manufacturers, railroads and

farmers "have long organized into national associations truly

representative of their industries," so the need for a single

spokesman group for the entire retail field had become evident

during the early days of NRA.
4. He had also declared that membership would be open

to all merchants, whether large or small, and whether tiiey

are members of retail associations or not, and that the new
association would not compete with existing organizations but

would be supplemental to them.

5. Major features of the program were (a) cooperation

with governmental and other agencies participating in move-

ments for the national welfare; (b) coordination of all

branches of retail distribution to improve it; (c) representa-

tion of the national associations affiliated with the federation

in national public relations compatible with the program of

policies laid down by the board of trustees; and ( d ) stmula-

tion of greater appreciation on the part of retailers of the

service given them by the national retail associations and

encouragement of the development of representative, well-

organized and coordinated State councils.

6. A vital function would be to furnish statistics on retail

distribution to government and other agencies.
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7. Col. Sherrill would resign immediately as vice president

of Kroger Grocery and Baking Company to take up his new
post.

8. Herbert
J.

Tily, president of Strawbridge and Cloth-

ier, a Philadelphia department store, who had been one of the

leaders in the formation of the federation, was president of

the Retailer's National Council, an informal organization rep-

resenting thirteen leading retail associations, "They, together

with numerous other retail units, doing an extremely large

volume of business," the story declared, "will become the

nucleus of the new federation. These associations comprise

the National Retail Dry Goods Association, National Associa-

tion of Retail Clothiers, National Association of Retail Gro-

cers, National Retail Furniture Association, National Retail

Hardware Association, American National Retail Jewelers

Association, National Association of Retail Druggists, Na-
tional Shoe Retailers Association, Limited Price Variety Stores

Association, Inc., Mail Order Association of America, National

Council of Shoe Retailers, National Retail Association of

Music Merchants and Food and Grocery Chain Stores of

America."

9. Mr. Kirstein had explained that the membership set-up

had been designed "to safeguard the interests of the smaller

merchant by adequate representation on the governing body."

10. The executive committee consisted of Mr. Kirstein;

Percy S. Straus, R. H. Macy & Co.; John S. Burke, B. Altman

& Co.; George M. Gales, Liggett Drug Company; Claude W.
Kress, S. H. Kress & Co.; Fred Lazarus, Jr., The F. & R. Laz-

arus & Co.; Albert H. Morrill, Kroger Grocery & Baking Co.;

Lessing
J.
Rosenwald, Sears, Roebuck and Co.; Earl C. Sams,

J.
C. Penney Co.; and Herbert

J.
Tily.

11. Twenty other leading merchants had taken an active

part in the formation of the federation. All were department

store men except seven chain-store executives: W. T. Grant,

W. T. Grant Co.; Joy H. Johnson, Walgreen Company; Ward
Melville, Melville Shoe Corporation; Samuel Robinson,
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American Stores Co.; C. B. Van Dusen, S. S. Kresge Co.; E. C.

Yonker, Safeway Stores; and Earl B. Puckett, Hahn Depart-

ment Stores (now Allied Stores )

.

12. Temporary offices had been opened at the New Willard.

The newspaper stories followed rather closely a press re-

lease which had been issued by the organizers of the federa-

tion.

How the advent of the new association was greeted by

the trade press is indicated by a signed article in Women s

Wear Daily, one of the Fairchild publications, the same eve-

ning. W. D. Hart declared himself as follows:

"At last it has come. Or perhaps it would be better to say

that it is well on its way. What? A unified voice for the retail

craft. The formation of the American Retail Federation is one
of the most vital happenings in the retail industry in many a

year. . . . Such an organization as is planned by the new
group in regard to educating Government officials, manufac-
turers and consumers has unlimited possibilities. The true

picture of the field of distribution can be developed by this

group."

In the same issue, Col. Sherrill was featured as "the new
Field Marshal of retail distribution."

Retailing, another Fairchild publication, a weekly, in its

April 22 issue, hailed the federation enthusiastically. Under
the heading: "At Last—National Organization," Earl W. El-

hart declared editorially:

"The business of retailing is about to be given a national

voice.' Through the organization of the new American Retail

Federation for the first time in American history unified

representation of more than one million retail stores is pro-

vided for. . . . This new association, launched with such im-

pressive backing, should be indeed a New Deal for the mer-
chants from one end of the country to another. . . .The need
for just such an organization as has been created has been
repeatedly pointed out on this page. . .

."
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Chain Store Age, May, 1935, declared editorially under

the head: "Retailing Finds Its Voice," in part, as follows:

"Retailing has long needed not merely a spokesman but a

loud-speaker/ Now it has one in the shape of the newly
organized American Retail Federation, an association of asso-

ciations, designed to represent all types of retailing, and
sponsored by most of the leading retail organizations already

functioning in their individual spheres. The selection of Col.

CO. Sherrill as president of the federation is hardly less

significant than the conception of the organization itself.

No better choice could have been made. If the federation

is to be successful, it is going to need just what Col. Sherrill

can supply."

The editorial suggested that ARF would relieve retailers

themselves of "the burden of watching the legislatures and

of organizing the opposition" to undesirable legislation pro-

posals, and pointed out that ARF's "political influence may
be expected to grow as its scope becomes better understood."

Referring to the relation of ARF to the chains, the editorial

said:

"The American Retail Federation is not a chain-store or-

ganization, but the important part the chains play in retail

distribution is clearly recognized in the make-up of the

executive committee, of whose ten members ^ve are depart-

ment-store men and the others are chain-store executives.

Col. Sherrill, although connected with the Kroger Grocery

& Baking Company for several years, has resigned from that

company to give his full time to the Federation."

The editorial pointed out that "the thirteen national retail

associations which have for many years been afiiliated with

the Retailers National Council are expected to become mem-
bers of the new federation at once."

That is how the new federation appeared to those who had

no reason to believe that it was anything other than it pur-

ported to be. How it appeared to others and what happened
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as a result of their adverse reactions provided the makings of

one of the many sensational chapters in chain-store history.

Before proceeding with it, however, a brief resume of Col.

SherrilFs record before he became "the Field Marshal of

Retail Distribution" may be useful.

As it was described in the release upon which the Times

story was based, "Col. Sherrill brings to his new duties a

wealth of experience in the retail field, coupled with a broad

viewpoint growing out of his West Point training. Army ex-

perience and various governmental, civic and business duties.

He is a West Point graduate and has served in all grades

of the Engineer Corps, from lieutenant to colonel, in the

United States, Philippines and Canal Zone. During the World

War he was Chief of Staflf of the Seventy-seventh Division

and served in France with distinction, as witnessed by his

receiving the Distinguished Service Medal and the Croix de

Guerre.

"Col. SherrilFs civic and governmental experience covers

a wide field. He was in Washington as director of public

buildings and parks. From this position he was drafted to

become the first city manager of Cincinnati. His brilliant suc-

cess is attested by the very able administration which he gave

to Cincinnati, as that city has become almost the American

ideal for city-manager operation. In 1930 he became vice

president of the Kroger & Baking Company of Cincinnati, and
he has served as vice president of the Cincinnati Chamber of

Commerce, president of the Cincinnati Better Business Bu-

reau, chairman of the Ohio National Recovery Administra-

tion Advisory Committee and director of the Ohio Retail

Council. Governor Davey, of Ohio, has called upon Col. Sher-

rill to head a survey of all State governmental functions, with

an organization being loaned by the larger industries of the

State. This valuable public work will soon be completed."

But neither Col. Sherrill's reputation nor the standing of

the men responsible for the organization of the ARF availed

to save the project from a sneak attack as unprovoked and
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as unexpected, if not as world-shaking, as the one which was
to lay Pearl Harbor low some six years later.

What happened, within a week after ARF had been
launched so auspiciously, was thus reported in the New York
Herald Tribune of April 25:

HOUSE INQUmY
IS ORDERED ON
RETAIL GROUP

New Federation Headed by

Col. Sherrill is Called

a "Chain Store Lobby"

The story began:

"Congressional investigation of the newly created Ameri-

can Retail Federation on charges that it represents a 'super-

lobby' backed by chain store interests was ordered by the

House of Representatives today through the adoption of a

resolution presented by Representative John J.
Cochran,

Democrat, of Missouri."

What had brought all that about? What could possibly

have happened in the short space of those few days to turn

the ARF dream into a nightmare, as one trade-paper editor

appropriately termed it?

Most of the blame must be put, strangely enough, on the

organizers of the ARF themselves! The seat of the trouble

was the release they had given to the newspapers. It was not

as clear as it might have been. It had led the newspapers to

say something that wasn't so. They had said categorically that

the thirteen national associations affiliated with the Retailers'

National Council, which were listed by name, would "form

the nucleus" of ARF. The fact was not only that the associa-

tions in question had not pledged themselves to membership

in the ARF but they had not even been invited to join! Further-
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more, the story in the newspapers was the first information the

rank-and-file members of these organizations had received

regarding the ARF.
No doubt the ARF organizers had taken for granted that

Dr. Tily's group would join the new association without ques-

tion just because he himself had been one of its most enthusi-

astic sponsors. And, in giving the list of the associations to the

newspapers, they had apparently failed to make clear the

actual situation.

The resentment of the leaders of some of these associations

had been immediate, direct and bitter. Some of them, such

as the National Association of Retail Druggists, the National

Association of Retail Grocers and the National Retail Hard-

ware Association, whose membership consisted primarily of

small independent retailers, were taking a major part in anti-

chain activities. The mere suggestion that they were contem-

plating affiliating themselves with an organization in which

the chains would be a key factor had made them "see red."

What happened was graphically described by John Guern-

sey, editor of the Philadelphia Retail Ledger in his May, 1935,

issue. In a signed article headed: "Retail Federation Dream
Becomes Nightmare," he said:

"The National (sic) Retail Federation entered the roped
arena of national politics last month, fell over its own feet,

antagonized most of the fight fans and convulsed the rest

by its bungling tactics and took some hard blows on the chin

before it even shucked off its lounging robe."

Among the hard blows, he included the reactions of several

leaders of associations whose names had been used in the

press as forming "the nucleus" of the federation. He quoted

Roscoe Rau, of the National Retail Furniture Association, as

saying: "It is news to us. Not having been given any informa-

tion, we cannot foretell the attitude of our board."

And John Dargavel, of the National Association of Retail

Druggists, had said: "We emphatically deny ^ny allegation
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or inference that we will affiliate with or be any part of the

Retail Federation. We positively refuse to become catspaws

for the big chain and department stores."

Robert Sheets, speaking for the National Retail Hardware

Association, had declared:

"The National Retail Hardware Association has never been

invited to have a part, has no knowledge of the basis for the

statement by Kirstein that it will be one of the vertebra of

such a new organization and has no intention of being associ-

ated therewith."

Rivers Peterson, also speaking for the Hardware Associa-

tion, had been even more specific. "The Hardware Associa-

tion will not join," he had said, "and from this day is out

definitely to establish a cleavage between the predatory Go-

liaths personified by the mail-order houses, chains and big

stores, such as this new federation represents, and the great

body of smaller retailers whose best interests are directly

opposed to those of the 'big fellows' who are traveling toward

a desired destination concealed beneath the coat tails of the

little fellows' who are politically powerful."

But, after quoting these reactions, John Guernsey depre-

cated them. "The men behind this new federation," he de-

clared, "are among the ablest merchants and the finest type

of American citizens in this country." Naming some of them,

he went on: "Such men have no ulterior motive in setting up

this organization nor would they stoop to any practices unfair

to others." And then he added, prophetically enough, "the

Congressional investigation will come to nothing, but mean-

time will prove embarrassing because it puts these unselfish

men in a false light by innuendo and association of ideas."

Addressing himself to the "many capable national and local

retail associations whose valuable work of years in the inter-

est of the retail craft has been so slighted," he urged them "to

avoid incriminations that you may later regret, and take steps

to line up with the long-range objectives of the federation. By
joining it you can control it, even if you think it is on the wrong
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track at present. You can prevent it from being used as a

'catspaw for the chains and mail-order houses.'
"

But with so much resentment already engendered against

the new organization, some of it was bound to spill over and

reach the attention of anti-chain Congressmen. The result was
the House Resolution which prompted the Herald Tribune

story.

Numbered H.R. 203, it provided for the appointment of a

special committee of seven "to investigate the American Re-

tail Federation, its capitalization, its membership, its objec-

tives, the sources of its funds, its financial connections and its

officers and agents and to investigate the record of stock divi-

dends, officers' salaries, profits, interlocking directorates and
banking affiliations of all corporations directly affiliated with,

or contributing to, the said American Retail Federation."

The resolution was preceded by ten "Whereas" clauses

based on statements alleged to have been contained in the

N.Y. Times story, but which, for the most part, were ac-

tually without any foundation whatever. Witness, for example,

the opening preamble, which read as follows:

"Whereas the Associated Press on April 16, 1935 and the
New York Times of April 17, 1935, reported that a super-

lobby to be known as the 'American Retail Federation was
recently formed to promote the business of chain stores

throughout the United States and to influence the action

of Members of Congress with reference to legislation affect-

ing chain stores and their holding companies!"

Witness also the questionable assumptions and misstate-

ments in these additional preambles:

"Whereas it is apparent that said American Retail Federa-
tion is organized for the purpose of increasing the profits of
big business, through lobbying tactics, designed to prevent
small businesses from securing competitive opportunities
equal to those enjoyed by corporations representing vast

aggregations of capital; and . . .
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"Whereas the said superlobby has aheady opened palatial

headquarters in the city of Washington, District of Columbia,

and has attempted and is now attempting, to force and
coerce thousands of small retail merchants, dealing in the

necessities of life, into the ranks of this superlobby, so that

it may thereafter hold out to Members of Congress and to

others in the Government that it represents a completely

centralized and authentic voice for all retailers of the Nation;

and . . .

"Whereas, it is further reported that this superlobby, the

American Retail Federation, is now proceeding upon a plan

designed to force the small independent retail merchants of

America, engaged in the sale of the necessities of everyday

life, to contribute an additional $2,000,000 annually to the

funds available to the organization in its lobbying activities,

and for the further purpose of permitting it to disseminate

propaganda among the consumers and producers of the

United States."

But the House wsls in no position to question the accuracy of

any of the statements in the preambles, and the resolution

was promptly adopted. The committee of seven originally

appointed included its sponsor, Representative Cochran, as

chairman, but when he withdrew. May 17, 1935, before the

investigation got under way, Representative Wright Patman,

of Texas, was named in his place. Considering the anti-chain

animus which was behind the investigation, no more appro-

priate appointment could have been made. It launched Mr.

Patman on an anti-chain crusade which was to subject the

chains to untold expense and trouble in the years which fol-

lowed and which, despite some major set-backs, he has not

yet abandoned.^

To skip, for the moment, the many interesting facts brought

out in the course of the investigation regarding the methods

used by the chains in defending themselves against discrimi-

natory taxes, some of the findings of the majority report ^ will

*The other members of the committee were Representatives Boileau, Bloom,

Cole, Dockweiler, Lucas and McLean.
^ 74th Congress, 2nd Session, H.R. Report No. 2373; it was filed by Representa-

tives Patman, Dockweiler, Lucas and Boileau.
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suflBce to show how baseless the investigation actually was.

The report declares

:

"While there is a slight difference of opinion from the

witnesses as to the real purpose of the organization in ques-

tion, there can be little doubt that this federation was or-

ganized primarily for the purposes of promoting not only the

interests of chain stores throughout the United States but also

to promote the interests of department stores which had a

like financial responsibility with the large chains. The evi-

dence shows beyond any question that those in charge

of the federation will be primarily engaged in research

work concerning retail distribution and other problems for

the purpose of ultimately disseminating that information

throughout the United States of America, and especially for

the purpose of appearing before committees of Congress

in order to influence legislation which the federation believes

to be to the best interest of the various groups which the

federation represents.

"It may be well to say, in passing, that there is a volumi-

nous amount of testimony dealing with chain store activities

from a State and National viewpoint prior to the formation

of the American Retail Federation. It was the belief of the

committee that through the submission of such evidence we
might show an unbroken chain of factual circumstances

which would prove conclusively that the American Retail

Federation was organized for the purpose of carrying for-

ward the unfair methods and practices of certain large chain

stores and other national organizations. However, the evi-

dence upon this point wholly fails to make such connection."

Although that admission might seem to be generous enough,

actually it was less than the truth. For the evidence showed
positively that no such connection existed.

Referring to the charge of one of the preambles to the effect

that the "superlobby" was attempting to force and coerce

thousands of small retail merchants into its ranks, the report

admits that while the rank-and-file membership of the Ohio

Retail Council had been "persuaded to become members of

and thereby add numerical strength to the support of the
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American Retail Federation . . . there is no evidence before

the committee of actual force and coercion of any such mem-
bers."

With respect to the further charge that the small independ-

ent retail merchants were to be forced to contribute $2,000,-

000 annually to the "superlobby," the majority report admits

that "there is no evidence in the record" to prove it.

Finally, the majority report admitted that there was no evi-

dence to support a further contention as to "the coercion of

hundreds of tfiousands of underpaid employes throughout the

Nation to flood the respective Members of the United States

Congress with letters, petitions and propaganda designed to

improperly and untruthfully represent the public sentiment of

the respective constituencies of said Members of Congress."

The minority report,^ as might have been expected, gave the

ARF a clean bill of health. Conceding that the organization's

own publicity at the outset might have conveyed the impres-

sion that its purpose was to organize a superlobby to protect

the chains, the minority pointed out that "such a conclusion is

not justified by the testimony adduced by the committee at its

hearings when given the weight it is entitled to by reason of

the character, standing and attainments of the gentlemen who
organized the American Retail Federation, its declared ob-

jects and purposes."

After quoting some of the testimony of Messrs. Kirstein and

Lazarus and referring to that of Col. Sherrill, the minority ar-

rived at the following significant conclusion:

"In the judgment of the undersigned, the American Retail

Federation, as organized, is similar to many other existing

organizations, except that it has for its purpose the coordi-

nation of all retailers, whereas previously existing organiza-

tions have been confined to particular trades. The individuals

who head the movement are men of high standing, who have
attained wide success as American businessmen, and their

objectives and purposes, as explained in their testimony,

' Filed by Representatives Bloom, McLean and Cole.
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may well serve a laudable purpose. We find nothing to

indicate an intention to trespass beyond ethical limitations

in the presentation to Congress and the Members thereof

their views as to pending legislation or to the Government
departments in the interpretation of the law and the regula-

tions made pursuant thereof."

But, gratifying as this report must have been to the sponsors

of the ARF when it was finally presented to the House, on

April 7, 1936, it could not undo the damage the organization

had already suffered.

Many of the associations which had definitely planned to

join the ARF because they were in complete accord with its

purposes and realized the need for such an organization natu-

rally deferred taking any steps in that direction while the in-

vestigation continued. Nor could ARF itself solicit member-
ships under such conditions. Thus a whole year was lost before

ARF was free to pursue the program it had laid out for itself.

Nevertheless, under the energetic leadership of Col. Sher-

rill, ARF was soon making up for lost time. One by one, all the

important national retail associations became members of the

ARF in the next few years. What must have been particularly

gratifying to the organizers was the fact that by 1942 every

one of the thirteen national associations which they had con-

fidently expected from the start would enter the fold had done

so, including, of course, even those which had been so antag-

onistic then. Furthermore, it may be said at this point that

the ARF is a stronger and more influential organization today

than at any time since its eventful arrival on the scene. Its rec-

ord to date has not only completely vindicated the good faith

of its organizers but has demonstrated that their judgment was
sound and their vision true. The ARF did indeed become the

"unified voice" of retailing. It speaks today for 23 national as-

sociations and 32 State associations. Since its organization, it

has had four distinguished presidents—Col. Sherrill who, after

two years of service, yielded to a demand that he return to the

job which had earned him nation-wide recognition and re-
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spect, that of city manager of Cincinnati; Dr. David R. Craig,

who served from 1937 to 1941; the late Walter Morrow, who
died in office in 1948; and the incumbent, Rowland Jones, Jr.,

who had previously made an enviable record as the Washing-

ton representative of the National Association of Retail Drug-

gists.

That retailing needs a "unffied voice" today as much as it

did when the federation was first conceived was made clear

by Mr. Jones in the course of his second annual report as its

president, presented April 3, 1950.

"We have become, as a nation," he declared, "a conglomer-

ation of pressure groups—good, bad and in between—all clam-

oring for attention and demanding all shades and varieties of

government action and intervention into the everyday lives of

all our people.

"The segments of our economy which would be affected

adversely, were many of the demands of these groups to be

granted, must of stark necessity organize themselves for defen-

sive political action or resign themselves to becoming the

eunuchs of our economic and political system, passive and

helpless to protect their legitimate interests and freedom of

action and decision.^

"My conception of the federation is a retail-industry fire

department, adequately equipped and ready to go into action

when danger threatens. And Iflce all good fire departments, it

should utilize the interim periods in fire-prevention work.

Brought to its full potential in membership, influence and

good repute, it may extinguish many fires in their incipiency.

Through the nurturing of government and public understand-

ing of the functions and needs of the retail industry and its

prime importance to the economy, the major cause of fires

—misunderstandings and misinformation—can be eliminated

over the long pull."

So much for the American Retail Federation. It finds a place

in these pages only because the Congressional investigation

* Compare with observations of Robert W. Lyons, p. 171, supra.
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which its birth precipitated brought the chains most conspicu-

ously into the hmehght. Furthermore, some of the testimony

adduced at the hearings played an important part in the de-

bates which resulted in the Robinson-Patman Act.

Keeping in mind the fact that the investigation was pre-

mised on the charge that the new ARF was nothing but a "false

front" propaganda device conceived by the chains to help

them in their struggle against discriminatory anti-chain taxes,

the course the hearings took was what might have been ex-

pected. Headed by Representative Patman, a former district

attorney, whose hostility to the chains was to become his main

political stock-in-trade, the committee, with its power of sub-

poena, was well equipped to expose whatever shortcomings

the chain-store system might involve and to show up, in their

worst possible light, whatever mistakes or indiscretions indi-

vidual chain-store men might have committed.

Certainly the anti-chain interests must have smacked their

lips vdth anticipation as the committee came into possession

of such promising food for scandal as the private files of lead-

ing chain-store figures and organizations. Although in most

cases access was freely given, the committee's agents were

armed with subpoenas which would have enabled them to

seize the files in question if they had not been made available

voluntarily.

Among the files used by the committee were those of the

organizers of the ARF, of the Food and Grocery Chain Stores

of America and of Robert W. Lyons, formerly executive secre-

tary of the dissolved National Chain Store Association, who
was then representing fourteen leading chains as counsel in

charge of their lobbying activities against discriminatory

legislation.

What the committee actually uncovered is dealt with in the

next chapter.



CHAPTER X

WHAT THE INVESTIGATION

DISCLOSED

The record of the hearings consists of more than 1,200

pages. It covers not only the testimony regarding the ARF but

the additional testimony concerning the trade practices of

companies engaged in large-scale buying, the scope of the

originally authorized investigation having been extended by
another resolution, H.R. No. 239, to authorize a broader

probe.

Although only eighteen days in all w^ere required for the

taking of the testimony, they w^ere spread through June, July,

August and December, 1935, and January, February and

March, 1936.

Without attempting even to summarize all the testimony

the hearings produced, comment w^ill be confined to that part

of it w^hich might fairly be regarded as most damaging to the

chains. Mr. Patman's own "index-digest" of the record, which

was printed by the committee, is not particularly useful for

that purpose because of its obvious unfairness.^ One example

will suffice to show how unreliable a digester Mr. Patman is.

On page 1 of his "index-digest," he declares

:

"Col. Clarence C. Sherrill has testified that as president

of the American Retail Federation he still holds to the chain

store theory that it is the best policy to eliminate as many
as possible from the retail trade."

* Index Digest of Record of Hearings before Special Committee on Investigation

American Retail Federation &c., 74th Congress, First Session.
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In support of that statement, on page 17, Mr. Patman di-

gests Col. SherriU's testimony as follows:

"Sherrill stated that he still holds to the chain store theory

that it is the best pohcy to eliminate as many people as pos-

sible between producer and consumer and that he has not,

since he left Kroger Co. and became president of American
Retail Federation, changed his views (vol. 4, No. 2, p. 40)."

Is that v^hat Col. Sherrill actually said or even intimated?

Here is the record itself:

THE CHAIRMAN. Of coursc, Coloucl Sherrill, we give you
credit for believing that the chain store theory is the right

theory; that chain stores should be encouraged and promoted
rather than retarded.

MR. SHERRILL. You Say you give me credit for that?

THE CHAIRMAN. Are wc right in giving you credit for that?

MR. SHERRILL. I was of the Opinion, when I was employed
by the chain store company, that the chain store method of

distribution is a sound one and that it has economies that

are valuable both for the chain store operators and for the

consumer; yes.

THE CHAIRMAN. That is, to eliminate as many people between
the producer and consumer as possible?

MR. SHERRILL. To eliminate as many people between the pro-

ducer and consumer as possible, except where they were
doing a real valuable service.

The main facts revealed by the investigation which would
seem to call for explanation on the part of the chains may be
considered under the following heads

:

1. Publication of a medium to carry chain-store propa-
ganda to farm leaders.

2. "Espionage" of an anti-chain-store association.

3. Invoking an NRA regulation to block the showing of an
anti-chain film.

4. Legislative tactics used to combat discriminatory chain-
store taxes.

5. Receipt by the chains of discounts and allowances not
available to independent retailers.
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1. Publication of a medium to carry chain-store propaganda

to farm leaders.

The propaganda medium which came under fire was a

mimeographed bulletin called "Farm to Market News." The
evidence showed that it had been conceived by a former rep-

resentative of the American Farm Bureau Federation who
was well-known to farm leaders and who planned to issue it

under his own name and as reflecting his own convictions if

the chains would finance it. Three food chains had agreed to

underwrite the project and the bulletin was accordingly

issued for about a year.

Nobody contended that an effort by the chains, or by a

group of them, to influence farm opinion in their favor through

the medium of a bulletin was in itself objectionable in any

way. The only criticism raised against the "Farm to Market

News" was that its backers were purposely concealed. Albert

H. Morrill, president of the Kroger Grocery & Baking Co., one

of the sponsors of the bulletin, who was interrogated about it,

frankly conceded that the failure to disclose its actual sponsor-

ship had been a mistake, but he pointed out that it was the

kind of mistake that anybody might have made under similar

conditions.

In any event, the questionable bulletin was not published

long enough to do the chains much good or anyone else much
harm. It had been discontinued long before the committee in-

vestigating the ARF had come into existence.

2. "Espionage" of an anti-chain-store association.

Among the many organizations which were set up to fight

the chains and, incidentally, in most cases, to enrich the pro-

moters, as pointed out earlier in these pages, was one called

the National Anti-Chain Stores League. The evidence dis-

closed that in March, 1935, a John E. Barr, one of its employes,

had approached John A. Logan, executive vice president of

Food and Grocery Chain Stores of America, with an offer to

keep him posted on the anti-chain-store association's activi-
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ties. He had explained to Mr. Logan that the journal the or-

ganization was planning to issue to independent retailers

would not only attack the chains but would carry Nazi propa-

ganda, and as he was a veteran of World War I, he thought

that was "going a bit too far."

Mr. Logan testified that he had submitted the whole matter

to his executive committee and they had authorized him to

pay Barr $50 a week. The arrangement lasted for a short time,

during which period, Mr. Logan testified, he received ample

evidence from Barr to convince him that "the organization

was conceived for personal profits and personal gains for the

men who organized it." Barr testified to the same effect.

The only question of propriety raised by Mr. Patman with

respect to the arrangement with Barr was whether it was "eth-

ical." Mr. Logan conceded that if the league had been an asso-

ciation established for legitimate purposes, he would not have

considered paying Barr for information concerning its activi-

ties—even though they were directed against the chains—but

that was not the situation as he saw it. On the contrary, he was

convinced that the league was a "racket" and it had among its

objectives the spreading of Nazi propaganda through the jour-

nal that was to be widely circulated among retail merchants.

Under such conditions, he could not see that any question of

"ethics" was involved.

3. Invoking an NRA regulation to block the showing of an

anti-chain film.

The film in question was a five-reel talking picture called

"Forward America." It was produced by a Frank R. Wilson,

formerly with NRA, with the idea of "dramatizing the argu-

ments against syndicate chain stores and showing the eco-

nomic effect on American communities of the operations of

chain stores and mail-order houses."
^

The nature of the picture is indicated more specifically in a

"Hearings before Special Committee on Investigation of American Retail Fed-

eration, Vol. 1, p. 333.
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circular used to promote the film and which was referred to by

Mr. Patman and read into the record as follows:

"At last here is the dynamite that will blast the chain stores

and mail-order houses from your community. Mr. Independ-

ent Merchant, here is your opportunity to recapture your

birthright and regain your former prosperity. . . .

"This pictinre ... is being shown with telling eflFect in

many American cities, with resultant decrease in chain and
mail-order business and a corresponding increase in the

business of independent local merchants. . . .

"If you want to know the truth about the depression, see

'Forward America.' If you want to know who is to blame,

see 'Forward America.' If you want to know how it was started

and how it is being continued, see 'Forward America.' Inde-

pendent Merchants, organize and appoint a live local man
to get in touch with us and we will show him how to proceed.

You can help solve America's greatest illness by having 'For-

ward America' shown in your community."

What, if anything, could the chains do to protect themselves

against a picture of this kind, a picture which, as they saw it,

accused them unjustly of almost every crime on the calendar?

At that time NRA was still in command of the economy.

Every industry and trade was governed by a code. The Code
of Fair Competition for the Retail Food and Grocery Trade

contained a provision that "no food and grocery retailer shall

use advertising ... of any . . . nature, which is inaccu-

rate in any material particular or misrepresents . . . credit

terms . . . policies or services; and no food and grocer re-

tailer shall use advertising and/or selling methods which tend

to deceive or mislead the customer." Another provision read:

"No food and grocery retailer shall use advertising which re-

fers inaccurately in any material particular to any competitor

or his merchandise, prices, values, credit, terms, policies or

services."

Could it be that either of these provisions were violated by
retail grocers who purchased tickets from the sponsors of "For-

ward America" at 25 cents each and distributed them to their
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customers and others, admitting them to the theater where the

pictm-e was showing?

Certainly nothing could be lost by trying. And so in various

cities where the picture was shown complaints were filed with

the local food and grocery code authority. Several of these

local authorities appealed to C. H. Janssen, the chairman of

the National Food and Grocery Distributors Code Authority,

for a ruling. Hector Lazo, assistant to Mr. Janssen, a witness

at the hearing, was questioned at great length by Mr. Patman
and another member of the committee in an obvious attempt

to establish that the film was condemned, through the conniv-

ance of the chains, without giving its sponsor an opportunity

to be heard in its defense.

What actually happened is revealed in a letter of February

16, 1935, from Mr. Janssen to
J.
Neumann, the secretary of the

local food and grocery Code Authority in Cincinnati, who had
asked for a ruling regarding the film.^

After quoting the facts which Mr. Neumann had presented

and the provisions of the Code applicable to them, Mr. Jans-

sen said:

"In response to your request, The National Food and
Grocery Distributors Code Authority gave due and careful

consideration to the same, and preparatory to stating an
opinion, invited a private showing and hearing of the film and
its accompanying lecture, following which it unanimously
expressed the following opinion:

"It is the opinion of the members of the National Food and
Grocery Distributors Code Authority that the talking film as

shown to the members in New York on February 7, 1935, ( 1

)

refers inaccurately in material particulars to a competitor

and/or a class of competitors in retail food and grocery dis-

tribution in a number of respects; (2) that it tends to deceive

or mislead the customers.

"On the basis of the foregoing, it is my opinion that any
member of the food and grocery trade participating in the

distribution of tickets to a showing of such film or its mes-

'' Ibid., -p. SS5.
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sage does therein also become a party to the dissemination

of its inaccuracies or its misrepresentation of poHcies or serv-

ices and tendency to deceive or mislead customers, and so

forth, as such prohibitions are specifically stated in article

IX, section 1, paragraphs (a) and (b) in the Code of Fair

Competition for the Food and Grocery Trade."

That this ruling was used eflFectively by the chains to dis-

courage the showing of the film can hardly be doubted. Mr.

Logan had v^itten to Mr. Janssen on January 3,^ calling atten-

tion to the film, expressing his view that the showing of the

film by wholesale and retail grocers was a violation of the

code, asking that local and State code authorities in Kansas,

and elsewhere, where the film was being shown, be advised

of the code provisions, and also requesting information on the

proper procedure for "obtaining prompt action against whole-

sale and retail grocers who violate the code by participating in

and dissemination of unfair and inaccurate advertising of the

character of 'Forward America.' " When the ruling in question

was handed down on February 16, the chains would have had
no reason for not taking full advantage of it.

What happened was probably accurately described in a

letter sent by Mr. Wilson, the producer of the film, to Mr. Pat-

man, a paragraph from which he read into the record as fol-

lows:

"Just to show how effective this chain store lobby was in

your State, the home-owned merchants of Amarillo, Texas,

appointed a committee to raise $1,200 for the sale of tickets

to merchants for distribution to the public, so that an audi-

torium could be engaged for the showing of ^Forward Amer-
ica.' On the very day that the solicitors started out to collect

the money for this ticket distribution the chain store repre-

sentatives placed in the hands of every home-owned business

of Amarillo a copy of this Code Authority opinion. The result

was that many of the dealers of Amarillo who were enthusi-

astic about the picture failed to participate in its sponsor-

ship because of the fear of Federal prosecution."

*I&id, p. 330.
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Now what did Mr. Patman find to criticize in the efforts of

the chains to discourage the showing of "Forward America"?

His main complaint, according to his own "index-digest" of

the record, was that "at no time was Frank R. Wilson, the

owner of the film, offered an opportunity by the chain store

interests to appear before the code authorities or NRA for the

purpose of showing that his film did not misrepresent chain

stores or unduly disparage them."

What Mr. Patman overlooked was that Mr. Wilson was

given an opportunity to exhibit the film itself to the National

Authority and the film, of course, spoke for itself.

Who constituted the National Code Authority?

Mr. Lazo testified that it consisted of the representatives

elected by the boards of directors of the six national trade as-

sociations sponsoring the codes. At the time they were: C. H.

Janssen, executive chairman, the head of the executive staff

and representing no one; C. M. D. Miller, representing the re-

tailer-owned wholesale cooperatives; Asa Strause, represent-

ing the voluntary groups; Milton W. Griggs, representing the

National-American Wholesale Grocers Association; C. Y.

Early, representing the United States Wholesale Grocers Asso-

ciation; F. H. Massmann, representing the Food and Grocery

Chain Stores of America; and H. C. Petersen, representing the

National Association of Retail Grocers.

When Mr. Lazo pointed out that the only question was

whether or not the film contained, in the opinion of the Na-

tional Code Authority, inaccurate references to competition,

he was asked how they could give an opinion without hearing

both sides of the case. He answered: "These men have spent

their entire lifetime in food distribution."

Challenged by Mr. Patman to name "one instance of false

advertising" in the film, Mr. Lazo mentioned that it charged

"the chain stores directly with being the only ones guilty of

short-weighting, for example . . . saying specifically: 'this is

the reason why chain stores can sell more cheaply to you,' then

they show the short-weights."
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The testimony continued:

THE CHAIRMAN. And you say that is wrong?
MR. LAZO. I say that it is wrong to charge any one particular

factor with all the vices.

THE CHAIRMAN. Supposc that the fact was that Mr. Wilson

could have come in and shown you proof, sworn testimony,

to the eflPect that that is true. Would it still be possible to

show the truth?

MR. LAZO. Yes.

THE CHAIRMAN. All right; why don't [sic] they listen to Mr.

Wilson s side and let him attempt to show you that it was
true?

MR. LAZO. We know that short-weighting exists in the trade.

Our contention was that it was not hmited to chain stores.

THE CHAIRMAN. I kuow, but what if there was proof before

the Federal Trade Commission under oath

—

MR. LAZO. That it was Hmited to chain stores?

THE CHAIRMAN. YcS.

MR. LAZO. I don't believe there was any such proof, sir. . . .

The impression that was given in the film is that all these

vices that we were attempting to correct through the codes

were limited to chain-store type of distribution. Now our

contention was and our contention is that we were cognizant

of these vices in the trade, but they were not hmited to any
one factor.

Other questions brought out that, where a formal complaint

was lodged with a local code authority, the procedure called

for the citing of the merchant, against whom the complaint

was lodged, to appear at a hearing. In this case, however, the

opinion or ruling of the National Code Authority was not

based on such a complaint at all. It was given to a local code

authority, with whom such a complaint had apparently been

lodged, and who had appealed to the national body for guid-

ance. What procedure the local authority followed in his

handhng of the complaint before him, does not appear in the

record. In any event, however, it would hardly seem that the

national authority was called upon to do more than it actually

did—to view the film to see whether or not it referred inaccu-
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lately in material particulars to a competitor or tended to de-

ceive or mislead customers. If these leaders of all types of food

and grocery distribution concluded unanimously, as they did,

that the film did not accurately portray trade practices and

was deceptive and misleading to the public, Mr. Janssen's ac-

tion would seem to have rested on a sound foundation. If it

resulted in stopping or limiting the circulation of the film,

wasn't that the effect the provisions in the code were de-

signed to achieve?

4. Legislative tactics used to combat discriminatory chain-

store taxes.

If the chains had stepped out of bounds in the course of

their lobbying activities against discriminatory legislation, the

investigation certainly provided ample opportunity to find out

just what they had been up to. For who could know more

about what had been done than one of the witnesses who
came before the committee—Robert W. Lyons? Here was the

man who had directed the tax-defense work of the National

Chain Store Association from 1929 to 1934 and had thereafter

continued it for fourteen leading non-food chains, as has al-

ready been related.^ Furthermore he had given the commit-

tee's agents free access to his files so that they could confront

him with actual letters he had written and received.

True enough, Mr. Lyons at first refused to answer a number

of questions, although he had appeared before the committee

voluntarily. He based his refusal on two grounds: (1) the in-

formation requested was privileged by reason of the profes-

sional relation which existed between him and his clients; and

(2) the questions went into matters which, he claimed, a Con-

gressional committee could not legally explore since its inquis-

itorial power extended only to matters on which Congress

could legislate. He claimed that activities in State capitols

could hardly be a matter for Federal legislation.

Nevertheless, whatever legal ground Mr. Lyons might have

* See p. 174, supra.
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had and maintained for refusing to answer the committee's

questions, he did not stick to it. He answered enough ques-

tions to give the committee a clear picture of the scope of his

lobbying activities for the chains and the policies and princi-

ples he followed in pursuing them. Supplemented by testi-

mony on the same subject from Mr. Logan, Albert W. Hughes,

assistant to the president of the
J.

C. Penney Company (now
president), and other witnesses, and innumerable letters se-

lected by the committee from the files of Mr. Lyons and the

food-chain association, the picture was about as complete, if

not as devastating, as the committee could have wished.

What did it show?

Mr. Lyons testified that for the year commencing October 1,

1934, as counsel for fourteen leading chains, he had a tax-

defense budget of $175,000. That was the same amount, inci-

dentally, which the National Chain Store Association had set

up for its annual legislative tax-defense budget in 1931 when
Mr. Lyons had been in charge of it as executive vice president.

After the dissolution of that association, Mr. Lyons had con-

tinued the task as counsel for the fourteen chains who shared

the expense of it on the basis of their relative sales. His four-

teen clients, he told the committee, were: F. W. Woolworth
Co., S. S. Kresge Co., W. T. Grant Co., S. H. Kress & Co.,

J. J.

Newberry Co., H. L. Green Co., G. C. Murphy Co., Neisner

Bros., Scott-Burr Stores Corp., Charles Stores Co. and M. H.

Fishman Co., all members of the Limited Price Variety Stores

Association, and
J.

C. Penney Company, Melville Shoe Cor-

poration and Walgreen Co.

How was the fund used?

None of it was spent for anything but counsel fees, Mr.

Lyons testified. Local counsel was engaged in every State cap-

itol where legislation discriminating against chain stores was

introduced. The general practice was for Mr. Lyons to send

one of the three legislative experts on his staff to the seat of

the trouble. His function was to size up the situation, arrange
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for the employment of competent legal counsel and report to

Mr. Lyons.

As to the type of men Mr. Lyons selected as local counsel,

he testified as follows

:

"I have employed counsel with two things in mind, first,

to let us have an opinion as to whether an important propo-

sition was legal, constitutional, serious, or otherwise . . .

and secondly, of necessity, to measure whether the threat of

that legislation is serious. As a practical matter, that lawyer

must have contacts with members of the various committees

with whom he can frankly, honestly and honorably discuss

the problems. So, in every case, I attempt to hire an attorney

who has public experience and is able to measure these mat-
ters with good conscience and good judgment and who is

able, as a lawyer, to give us a sound, intelligent opinion as to

both our legal, constitutional and political problems."

He never employed a legislator as counsel while he was in

office.

Asked whether he ever hired local counsel on a contingent

basis, paying a small retainer fee and later a substantial ad-

ditional fee if no discriminatory chain-store legislation was
adopted, Mr. Lyons said he did in some instances in States

where contingent fee arrangements were lawful. He saw noth-

ing unethical in it.

The following extract from the record, revealing a phase of

legislative strategy sometimes used in desperate cases, speaks

for itself:

THE CHAIRMAN. Havc you uot had correspondence with your
lawyers in which you have said, "If we cannot stop this bill

we will have it so amended so it will be unconstitutional?"

MR. LYONS. I would uot be at all surprised if I had.

THE CHAIRMAN. You adviscd them to get that done?
MR. LYONS. I advised them to do everything they legally and
properly could.

THE CHAIRMAN. You felt that it was ethical?

MR. LYONS. Yes, sir. . . .

THE CHAIRMAN. If you go before a legislative body and you
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misrepresent to those legislators as to what the law is and
lead them to believe that they should have a better bill or

a diflFerent bill, when that bill is not unconstitutional [sic]

would not that be unethical?

MR. LYONS. Neither I nor my lawyers have ever so repre-

sented.

THE CHAIRMAN. It would be all right if they did do that and
get an unconstitutional bill through?

MR. LYONS. If you mean would I approve a program, if that

were the only alternative of preventing an unjust law being

enacted, to amend the bill and make it unconstitutional, I

say to you that I would want them to make every effort to

do that . . .

THE CHAIRMAN. You would try to persuade the legislators

to vote for such a bill and would not tell them it was unconsti-

tutional?

MR. LYONS. I would Certainly tell them

—

THE CHAIRMAN. And lead them to believe it was a better bill,

in order to get an unconstitutional bill through?

MR. LYONS. It is not neccssaiy for us to be naive about these

things.

When Mr. Hughes, of the Penney Company, was asked

whether he approved of his lawyer pursuing such tactics, he

replied: "I would say that if somebody was going to sandbag

me I would be entitled to grab any weapon that I could get

hold of to hit him."

And to Mr. Patman's comment that "legislators are pre-

sumed not to be in the sandbagging business," Mr. Hughes

continued: "That is no reflection on legislators at all, sir. The
only reflection was in the fact that, in studying chain-store

bills pretty carefully for the last six or eight years, it is my
definite, sober judgment that the demand for most of them

does not emanate from legislators at all. It comes either from

a wholesaler or an independent who thinks he can subsidize

himself by getting a law passed; and that is what I meant by

sandbagging. I am not reflecting upon the legislators in any

way whatsoever."

When anti-chain-store bills were under consideration, an
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important angle from the chains' standpoint was the extent of

their coverage. Were the definitions in the bill broad enough,

for instance, to include voluntary chains as well, and filling-

stations? If they were, the chains could count on their coop-

eration in opposing the bills. If they were not, efforts were

made by chains' legislative representatives to have the bills

amended accordingly. So far as the voluntary chains were

concerned, it was argued that since they enjoyed many of the

advantages of the regular chains, they ought to bear the same

tax burden; and, so far as the chain filling-stations were con-

cerned, it was pointed out that they were in fact "stores" even

though they were called "stations." That, indeed, was what

the U.S. Supreme Court decided in the case of Fox v. Standard

Oil of N.J. (see page 133, supra). But, in order to cover the

point, before that decision was handed down, the chains

naturally tried to have the bills include filling-stations spe-

cifically.

Much of the correspondence revealed clearly enough that

these efforts to broaden the coverage of pending bills were

frequently made, and the witnesses, who were interrogated on

the point, saw nothing to apologize for in such tactics.

Although the very word "lobbying" has a sinister connota-

tion in general usage, none of the members of the committee

questioned the right of the chains to engage in such activities,

provided they refrained from deception and subterfuge.

"The chains have a perfect right to lobby," declared Mr.

Patman at one point where Mr. Logan turned questioner. "It

is just as proper for them to lobby in defense of or to sponsor

legislation as it is for me to advocate or to oppose legislation

. . . the only thing in my mind is that they should do it

openly and above board and not try to use a front, or not try

to deceive people."

But if it is proper, as it is, for the chains to oppose legisla-

tion which they deem discriminatory or unsound in any other

respect, why is it not equally proper for them to suggest the

amendment of a bill to broaden its coverage for the dual pur-
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pose of (a) augmenting opposition to it, and (b) making it

more equitable if it should be adopted?

Whether the chains' representatives went beyond the

bounds of propriety when, in a desperate case, they sought

to introduce a clause in an objectionable bill which they be-

lieved would render it unconstitutional, presents a nice ques-

tion of ethics. But, as Mr. Lyons reminded Mr. Patman, why
do we have to be naive about these things? If the chains had

attempted to defend themselves and their legitimate interests

in the legislative arena without the aid of experts versed in leg-

islative strategy, where would they have been? Marquis of

Queensbury rules are all right when both sides can be made
to abide by them, but everything goes in a roughhouse. And
if, as Mr. Hughes put it, the chains knew they were being

sandbagged, they can hardly be criticized for taking any law-

ful measures needed to outwit or defeat their aggressors.

5. Receipt by the chains of discounts and allowances not

available to independent retailers.

On July 9, 1935, the committee turned its attention to the

subject of "trade practices of big-scale retail and wholesale

buying and selling organizations" which it had been directed

to investigate.

In compliance with an offer from A&P to give the committee

any information it wanted, Charles W. Parr appeared as a

witness. Mr. Parr was assistant to David T. Bofinger, who was

in charge of the company's buying activities at the national

level.

Mr. Parr testified that A&P received approximately $6,000,-

OOO.in advertising allowances and $2,000,000 as brokerage in

1934. It spent approximately $6,000,000 for advertising. He
presented to the committee a complete list of the manufac-

turers from whom A&P received such allowances, with the

basis for the allowance in each case.

The manufacturers listed numbered nearly 300 and Mr.

Parr explained that they constituted what the company re-
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ferred to as its "preferred list" of suppliers. What that signified

was thus made clear:

"We have never laid down any arbitrary rules which pro-

hibit any of our individual warehouses from buying any
brand of merchandise which they wish to handle or for

which they have a demand, but we do have a preferred list

at headquarters to which we ask them to give support wher-

ever possible . . . the people with whom we have advertis-

ing contracts, quantity price arrangements or brokerage ar-

rangements."

The following extract from the record gives some typical

examples of the arrangements made with manufacturers on

the preferred list:

"Armour & Co., regular line, 3 to 7 per cent on canned
meats advertising allowance; fresh meats, one-half per cent

quantity if purchases total $10,000,000.

"California Packing Corporation, Del Monte, 5 per cent

purchasing contract.

"General Foods Corporation, line, $30,000 flat for adver-

tising allowance a month, or 5 per cent discount for adver-

tising; Baker's Chocolate, $0,066 per carton, quantity dis-

count (entire trade).

"Standard Brands, foil yeast, $144,000 a year advertising

allowance, 10 per cent quantity discount; Chase & Sanborn's

coffee, $97,164 per year advertising allowance; Tenderleaf

Tea, $394 per 1,000 advertising allowance; Royal Gelatine,

$38,004 per year advertising allowance; Royal Baking Pow-
der, $15,000 per year advertising allowance; Dr. Price Bak-
ing Powder, $996 per year advertising allowance.

"Swift & Co., canned meats, 3 to 5 per cent on 200,000

pounds to over 300,000 pounds, quantity discount.

"Wilson & Co., canned meats, 5 per cent brokerage."

Now what was the significance of such allowances as these,

which, in the aggregate, amounted to $8,000,000 in 1934?

In the first place, to provide a yardstick by which to measure

the relative importance of such allowances in the case of A&P,
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the company's total sales for the year ending February 28,

1935, were $842,015,871, and its net profits, after depreciation

and Federal taxes, were $16,709,000.

Secondly, such allowances were not confined to A&P. As

the committee was to learn later from "lists" supplied by other

chains, including two voluntary chains, all large-scale buyers

who had a service to render at the retail level and were in a

position to render it, likewise received allowances, although,

of course, no single company or organization received as much
in the aggregate as A&P. Lists of allowances received were

filed by Safeway, Kroger, First National, National Tea,

Gristede Bros., D. Pender Groc. Co., Independent Grocers

Alliance (a voluntary chain). National Retailer-Owned Gro-

cers ( a co-operative group ) , Liggett's, Walgreen, Woolworth

and Kress.

To what extent such allowances reached even small inde-

pendent retailers was not explored to any extent, but some

evidence on that point came out when executives of General

Foods and Standard Brands explained the scope of their re-

spective sales-promotion activities.

Thirdly, although A&P's allowances when stacked up repre-

sented a sizable total, they came from many sources. The
largest single item, $360,000 from General Foods, covered

that company's complete line of products, which numbered
80.

Testifying regarding that allowance, Mr. Parr pointed out

that the $360,000 was actually an estimate of the amount to

be paid for the full year, as the obHgation was to pay 5 per

cent of total purchases which, he believed, that year would

amount to $9,000,000. The difference would be met by a year-

end adjustment. A contract prepared by the manufacturer

specified the advertising and special promotion activities A&P
was to provide in behalf of General Foods products in return

for the allowance. But A&P was not required to render proof

of actual advertising or promotion service. The advertising al-

lowance was in addition to whatever regular quantity dis-
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count was shown on the invoice as a deduction from the sales

price.

Mr. Parr also pointed out that, in connection with advertis-

ing-allowance contracts, his company usually agreed to co-

operate with the manufacturer by running special sales in

which the items would be featured below regular prices.

How manufacturers benefited from the advertising allow-

ances and brokerage they paid to A6dP was well illustrated,

indirectly, by one item of evidence which revealed what hap-

pened when such allowances were not made. A letter to Mr.

Parr from
J.

V. Beckmann, A&P's representative on the West

Coast, pointed out that "F. E. Booth & Co. formerly did a fair

business with us throughout the country, which has fallen off

to almost nothing since the California Sardine Code became

effective, have come and offered to restore the regular 5 per

cent brokerage on sardines. They will pay this money to us

in cash monthly. I have accepted this and advised them we
will remove the restriction on Booth sardines and would like

to have you advise me just how you want this information put

out to the directors."

The following extract from the record sheds some light on

the significance of that communication:

THE CHAIRMAN. Now, what does he mean when he says, "We
will remove the restriction on Booth sardines"? Did you have

some stop order on the sale of Booth sardines?

MR. PARR. No. What he refers to there is that the company
and the individual warehouses—45 to 50 warehouses are

kept informed on all arrangements, as far as possible, that

we have—and when the sardine code, which prohibited the

payment of brokerage, went into effect they automatically

knew that, because it was common knowledge. When they

knew that they were not to receive the usual credit of 5 per

cent we did not tell them to discontinue handling Booth
sardines, but they lost interest in it.

THE CHAIRMAN. They lost interest in it and put them back
where they were not so conspicuous?

MR. PARR. No; they just did not feature them and did not

advertise.
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Explaining the reference to the "directors," Mr. Parr said:

"Our company is divided into six divisions and in each division

there is a purchasing director, a man who supervises the pur-

chasing for the division under headquarters."

Whether the sardine packer in question was violating the

code in restoring the brokerage at that time, was a question

raised by Mr. Patman, but Mr. Parr insisted that, in any

event, it would have been a violation by the seller and not by
the buyer as the buyer was not bound by the sardine code.

But, be that as it may, the incident shows clearly enough how
valuable to the manufacturer was the advertising and mer-

chandising cooperation a company like A&P could furnish

and how costly if withheld. About the only way a manufac-

turer could increase his sales through A&P stores in the face

of such a loss of interest as resulted in the case of Booth sar-

dines would be by stimulating consumer demand through

national advertising. That, of course, might cost the manu-

facturer far more than the cooperation he could buy from A&P
and other large-scale distributors by means of advertising

allowances.

The complete service rendered by A&P, Mr. Parr declared,

went far beyond newspaper advertising. It included window
signs, window displays, store displays, counter displays, radio

advertising, circular mail, and all sorts of promotional work,

involving printing, all of which the company did at its own
expense.

How the allowances received from suppliers were handled

by A&P was thus explained by Mr. Parr: "We have an account

known as the advertising account. That account is No. 702.

. . . All receipts from manufacturers go into account No. 702,

and the appropriation for advertising, for special sales, for

sales promotion work, for signs, for circulars, for lithographic

work and everything of that kind ... are made from that

account."

Admitting that the allowances which went into Account

No. 702 paid also for the advertising of some products on
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which no allowance was received, Mr. Parr pointed out that,

on the other hand, newspaper advertising was only part of

the service A&P gave manufacturers who paid such allow-

ances. As one example, he mentioned that die contract with

California Packing Corporation specifically provided for a big

general national sale on their entire line every month. A tre-

mendous amount of eflEort and expense went into these pro-

motions of the Del Monte line, he explained, and involved, as

well, lower than regular prices.

But despite A&P's special interest in Del Monte, upon which

the company received a 5 per cent allowance, consumer de-

mand for Dole's, upon which no allowance was received, com-

pelled A&P to stock that line too. As Mr. Parr explained the

situation in a letter which was read into the record: "There is

no doubt an insistent consumer demand for Dole's in certain

markets, and the only thing we can do, under the circum-

stances, is to fill these orders as specified. We know the situa-

tion to be true right here in New York, for instance, where

everything possible has been done to prevent the necessity

of handling Dole's pack, but consumer trade here insists upon

this brand."

But even though advertising allowances would seem to

have a sound basis, how about brokerage? Did it not give

A&P an advantage over competitors who did not get it?

How Mr. Parr answered those questions is revealed in the

following extract from the record:

MR. BLOOM. But who gcts the 5 per cent eventually?

MR. PARR. It goes to the A&P Tea Co.

MR. BLOOM. Is that not an advantage over the other fellow?

MR. PARR. It could be construed as such, probably, in the

same way that we have an advantage when we buy goods

in car lots as compared with the fellow who buys goods in

less than car lots.

MR. BLOOM. No; that is a legitimate discount or price, where
people buy car lots or buy at wholesale or in gross lots, or

contract for a certain amount of goods during the year. That
is legitimate business. But where a concern receives a special
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advertising allowance or special discount, or has its own
brokers, it naturally has the advantage over the other fellow.

As a merchant I would think that is the case.

MR. PARR. Well, we have the advantage to this extent: In the

same way that, a great many years ago, we might have had
an advantage over the small independent when we started

buying goods in car lots. In other words, when we started

to do that we started to perform the function of a wholesale

grocery. We opened our own warehouses and, instead of

buying goods from a wholesale grocer, we started buying
direct from the manufacturer.

MR. BLOOM. Don't you have to do that, Mr. Parr. Where you
have, we will say, in this district 256 stores, you would nat-

urally have to have your own warehouse, where you could

distribute your goods to your stores and get them as you want
them and when you want them.

MR. PARR. That is right. In other words in our warehousing

operations we perform a legitimate wholesale function. That
is, we bring our goods in car lots and distribute them around

to our retail stores. Now, in the last 10 or 12 years we have
attempted to do the same thing, or to follow the same princi-

ple, in regard to operating our own brokerage oflBces instead

of dealing with an outsider. In other words, we are attempt-

ing every day to deal more directly with the producer. We
believe it is more satisfactory for everybody concerned when
the transaction is confined to just as few people as possible.

The more direct line we can establish between the producer

and consumer, the more satisfactory it is for all three of us.

MR. BLOOM. Then you believe that the farmer would be bene-

fited if he could deal directly in that way, too, do you not?

MR. PARR. Oh, I certainly do. I think the more direct the

transaction can be made, the more satisfactory it is for the

producer, distributor and consumer.

What Mr. Parr had in mind, of course, v^as that where a dis-

tributor can bypass a broker and, by dealing direct v^ith the

producer or manufacturer, earn the brokerage himself, his

price to the consumer can be correspondingly lower, which

will mean that the consumer's buying power will be to that

extent increased. So that while the producer gains nothing by

paying the brokerage to the distributor instead of to a broker,
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he benefits indirectly because he helps to increase consump-

tion by helping to lower retail prices.

Of course, Mr. Parr was able to tell the story of advertising

allowances from the standpoint only of what his own company
received. What other companies received, he didn't know,

although he expressed a belief that, according to the Federal

Trade Commission, "the average allowances that we receive

are no greater than those received by other purchasers, and

in many cases the small dealer got better allowances than

we did."

But the manufacturers themselves knew to whom they were

paying these allowances, and how much, and the evidence on

that point speaks for itself.

Austin S. Igleheart, president of General Foods Sales

Company, whose allowance to A&P loomed so large, pointed

out that the contract providing for that payment did not stand

alone. On the contrary, similar contracts, although providing

for substantially lower payments in most cases, numbered, as

of August 9, 1934, 1,714. They were made with all types of

distributors who could render a service in return. He broke

them down as follows:

324 contracts with corporate chains operating 45,698 stores.

547 with voluntary chains, embracing 66,587 stores.

843 with retailers not identified with voluntary chains and
operating collectively 2,039 stores.

This made a total of 114,324 retail stores obligated to ren-

der a service for which the company had agreed to pay them.

Asked why no wholesale grocers appeared in his enumeration,

Mr. Igleheart pointed out that, unless they were afiiliated with

voluntary chains, they would have no way to render the serv-

ice for which such allowances were made.

Traver Smith, vice president of Standard Brands, testified

that the only allowances his company made were for what
they called "cooperation service."

How much they paid for the service depended upon its
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value. In the case of A&P, the "preferred hst" showed, it

totalled approximately $300,000 a year. A written contract

specified what was to be done by the customer in each case to

earn a sum inserted in the contract. Such contracts were

made only with customers who had something to sell in the

way of service. As Standard Brands sold direct to the retailer

and its salesmen called on its 250,000 outlets every four days,

they used their judgment whether or not the cooperation of

particular customers was worth buying.

The way it worked, Mr. Smith explained, was that if a cus-

tomer was not selling enough Chase & Sanborn coflFee, for

instance, the salesman would suggest how the situation might

be improved by a handbill, a poster in the window, a mention

in the newspaper advertising, if any, a counter display or some

other type of cooperation. If the grocer agreed to cooperate

in the way suggested, they would agree, then and there, how
much would be paid for it. If the service was given the pay-

ment would be made. In the case of A&P and four other

chains, such arrangements were made on a chain-wide basis

at headquarters level instead of with the individual store

managers.

Asked why only A&P and Kroger received an advertising

allowance on Fleischman's yeast, Mr. Smith declared:

"Naturally, with a two and one-half cent item you cannot

give advertising allowances all through the country. The only

way you can possibly consider an advertising allowance is on

a large-scale operation. Now any discounts or payments that

we make to A&P or Kroger for cooperation are due to the fact

that they are the two accounts in the country that can give us

a broad market operation in promoting the sales of our yeast,

and we have contracts with both those accounts for a specific

service to be rendered in promoting the sale of our yeasts."

They paid A&P $12,000 a month and Kroger $500 a month for

the cooperation they contracted for and nothing to any other

chain or other organization.
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Further explaining the A&P arrangement, Mr. Smith con-

tinued:

"We give them $12,000 a month, or $144,000 a year, purely

for the promotional service v^hich they render us, v^hich is

this: They give us distribution in 14,000 or more stores; they

allow us to put up package displays, as v^e call them, with

httle signs, because yeast is usually tucked away in a refrig-

erator where nobody can see it. I have seen large posters they

have gotten out . . . about 6 feet by 2 or 3. They have men-

tioned it at frequent intervals in their newspaper advertising

and they have really given us a very comprehensive service

to try to promote the sale of our yeast."

Asked why he couldn't buy the same service from inde-

pendents, he found great difficulty in getting committee mem-
bers to appreciate that a payment of less than $1 a month to

an independent grocer, which was what the payment to A&P
averaged per store per month, would hardly buy much
cooperation of any kind and certainly very little advertising!

In other words, he insisted, it had to be a mass proposition.

Even if an independent store in a given case did as much
business as an A&P store across the street, he pointed out, the

independent's operation would end there, whereas the A&P
store's would be multiplied by some 15,000.

What was the effect of this testimony?

Its immediate effect was to create quite a sensation in the

grocery trade. For, although everybody was familiar with the

fact that advertising allowances were in common use, the de-

tails of individual arrangements were, of course, known only

to the parties involved. Since the allowance varied with the

kind and amount of cooperation contracted for in each case,

such arrangements were considered and kept more or less

confidential.

When, therefore, A&P's "preferred list" was read into the

record at the hearing and thus became public property, the

trade press had one of the hottest stories it had been able to
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pick up in many a long day. One publication, Sales Manage-

ment, which was just going to press, ran the complete list in its

July 15 issue in a special four-page section printed on pink

paper. For some time thereafter the list was usually referred

to in the trade as the "pink supplement."

Manufacturers on the list were naturally interested to see

how the allowances they were oflFering compared with those

of their competitors.^ On the other hand, chains and other

large-scale organizations were equally interested to see

whether A&P was getting more, or less, than they were.

Advertising allowances were generally regarded at that

time, and still are, as a useful and legitimate feature of any

well-coordinated sales plan, provided they were used solely to

secure dealer cooperation. As Neil H. Borden, professor of

advertising, Harvard University, pointed out in his authori-

tative study. The Economic Effects of Advertising,'^ "most

manufacturers, even when they have a strong pull resulting

from space advertising, strive at the same time to get active

dealer support in the stocking and display of products, in the

use of counter and window displays, in the offering of selling

suggestions by sales clerks and in the mention of products in

the retailers' direct-action advertising."

Manufacturers found that the most effective, if not the only,

way to secure that kind of cooperation was to pay for it. Pro-

vided they got what they paid for, advertising allowances

were considered well worth what they cost. They came in for

condemnation in many quarters only because tiiey could so

easily be used as a mask for discriminatory price concessions.

Such price concessions were, of course, illegal. Ever since

1914, they had been prohibited in interstate commerce by the

Clayton Act. However, the Clayton Act prohibition was in-

adequate in two respects which left the door open, or at least

* Similar lists were usbsequently provided by a number of other chains and be-

came part of the official record, but they did not receive the publicity given to

A&Fs list.

' The Economic Effects of Advertising, Neil H. Borden ( Richard D. Irwin, Inc.,

Chicago, 1942).
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ajar, for those who wanted to bypass it. One was the proviso

permitting quantity discounts, without hmiting them in any

way. Thus it sanctioned a scale of discounts rigged to favor

large-scale purchasers who alone would be in a position to

earn the top-bracket discounts. The other was a proviso spe-

cifically permitting price concessions when made "in good

faith to meet competition" which, too, was obviously subject

to abuse.

The Clayton Act did not attempt to regulate or restrict ad-

vertising allowances. Although they were offered to some cus-

tomers and not to others and were, to that extent, discrimina-

tory, they did not run foul of the Clayton Act because that

prohibited only discriminations in price. Legally, therefore, a

manufacturer had as much right to buy his dealer-coopera-

tion where it would do him the most good as he had, in setting

up his advertising program, to put some publications on his

schedule and to ignore others, or to use time rather than space,

or, in short, to select the particular advertising media which

he felt would serve his purpose best. Nobody had ever sug-

gested that an advertising appropriation should be divided

proportionately among all available media—that it wasn't fair

or in the public interest to use only the big and successful pub-

lications, for instance, and pass up the smaller and less impor-

tant ones. Why shouldn't dealer cooperation be bought on

the same principle?

Of course, the two situations are not identical. When a

manufacturer buys advertising space or time from an organi-

zation which buys nothing from him, neither the temptation

nor the opportunity to grant a price concession exists. But

when a manufacturer buys anything from a customer the story

is quite different. Then the opportunity to pay more than its

fair value is always present. Whether the danger of such an

abuse is great enough to warrant banning all advertising al-

lowances or limiting them to the point where they would
become impracticable was, and still is, the real problem.

In any event, the pubhcation of A&P's "preferred list"
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naturally stirred up plenty of interest in the whole subject of

the buying advantages enjoyed by large-scale distributors. It

revealed for the first time not only that some manufacturers

v^ere paying large sums to individual companies, but that such

allowances, in the aggregate, could stack up to a stupendous

figure—in the case of A&P to $8,000,000 in a single year.

That these disclosures helped to secure the enactment of

the Robinson-Patman Act, which was then in the hands of the

House Committee on the Judiciary, is quite clear. Indeed, on

July 10, 1935, the very next day after the "preferred list" had

been filed with his committee, Mr. Patman was able to make
eflFective use of it in that connection. Appearing that day be-

fore the Judiciary Committee in support of the proposed

legislation, including his own bill, H.R. 8442, he referred to the

list and described its significance, as he saw it.^ The following

day, when he appeared again, he arranged to supply each

member of the committee with a copy of the printed record

containing the testimony relating to it. Furthermore, H. B.

Teegarden, general counsel of the United States Wholesale

Grocers Association, who had prepared the bill in the first

place, filed a brief at the close of the hearing in which he

directed the committee's attention specifically to all the testi-

mony relating to A&P's advertising allowances.

The Robinson-Patman Act took effect June 19, 1936. It

might have been enacted, of course, even if the investigation

of the ARF had never been undertaken. As it was, however,

the investigation must certainly be credited with having

helped to secure its passage—if any credit can be claimed for

having helped to put such an ambiguous and impractical

piece of legislation on the books.

For whatever may be said of some of the objectives of the

Robinson-Patman Act, few statutes have created more confu-

sion and litigation. Today, fifteen years after its passage, the

courts are still struggling with its ambiguities and nobody

•Hearing, Committee on the Judiciary, 74th Congress, 1st Session, July 10,

1935, p. 6.
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can be certain whether a particular practice violates the law

or not.

What the Act actually did was to amend the Clayton Act in

several particulars and to introduce some innovations of its

own.

The main amendments related to quantity discounts which

were limited in two important respects: (a) they were per-

mitted only to the extent that they reflected actual savings to

the vendor; and (b) even when they reflected such savings,

they could be forbidden by the Federal Trade Commission,

after a hearing, to the extent that the maximum discounts

could be earned by too few of the vendor's customers.

One of the new angles introduced was a provision which, in

effect, prohibited advertising allowances or other payments

to a customer unless they were made available to all cus-

tomers on "proportionately equal terms."

Another new provision prohibited the payment of "broker-

age" or a payment "in lieu of brokerage" to purchasers, even

in cases where the vendor saved the brokerage by dealing

directly with the purchaser.

How ambiguous some of the provisions of the Act are is

perhaps best attested by the action of Mr. Patman himself.

In 1938, he wrote a 400-page book to help clarify it.^ In the

preface he declared that it was prepared "in response to more

than a thousand requests for information, received from

manufacturers, sales managers, advertising men, retailers,

wholesalers and others affected by the Act. . . . The repeti-

tion of certain questions indicates a misconception of the in-

tent of the Act, particularly as to what it does not prohibit.

The first wave of opinions and comments from economists and

lawyers, volunteered in the press or requested from counsel,

was critical, deprecatory or downright destructive in tone.

... As a result, many perfectly sound practices were aban-

doned, some confusion followed for a few months, and the

first reaction of business was unfavorable. Price lists were sus-

*The Robinson-Patman Act, Wright Patman (Ronald Press, New York, 1938).
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pended, advertising allowances were withdrawn, and pricing

policies were revised. Most of this was unnecessary, as sub-

sequent events proved."

But although Mr. Patman added that "confusion ultimately

gave way to common sense," he still felt, apparently, that a

400-page book was needed to "clarify" the Act.

Furthermore, eight years later. Federal Judge Walter C.

Lindley declared in a case which involved the Robinson-

Patman Act only incidentally: "Sometimes I doubt whether

we ever needed the Robinson-Patman law, with all its elusive

uncertainty. I have thought that the Sherman Act, properly

interpreted and administered, would have remedied all the

ills meant to be cured. ... I doubt if any judge would assert

that he knows exactly what does or does not amount to viola

tion of the Robinson-Patman Act in any and all instances

As to the impracticability of the provision requiring that

advertising allowances and other payments be made available

to all customers on "proportionately equal terms," Beckman
and Nolen, in The Chain Store Problem, had this to say:

"In many cases, the difficulties in attempting to apportion

allowances among small as well as large buyers will make
their use impossible. For example, if an advertising allow-

ance of $8 per 100 cases is offered to chain stores, what
should the manufacturer offer the small retailer who buys

but one case? Obviously, 8 cents would buy very little in

the way of advertising. The obstacles in the path of a legal

application of allowances will force many to abandon their

use entirely, as has already been done in a number of cases

>' 10

11

As late as January 4, 1951, the Federal Trade Commission

was still issuing complaints against reputable manufacturers

whose advertising allowances were allegedly in violation of

the provision in question.^^

" U.S. V. Great A&P Tea Co., 67 Fed. Supp. 626.

" The Chain Store Problem, op. cit., p. 282.

"Federal Trade Commission, Docket Nos. 5830, 5836 and 5837, complaints

issued against Bulova, Elgin National and Gruen Watch companies.
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Summarizing the results of the ill-conceived investigation

of the American Retail Federation, the following points stand

out:

1. It failed absolutely in its prime purpose of branding that

organization as a "superlobby" designed to promote the in-

terest of the chains. On the contrary, the evidence established

that chain-store men had had no part in the conception of the

federation but had become interested in it because they were
in accord with its only purpose—to serve as the voice of retail-

ing in general.

2. It slowed up the development of ARF for a year but did

not prevent the organization thereafter from achieving the

original aims of its organizers. Today, ARF speaks for 23

national retail associations and 32 state associations, whose
combined membership operates 500,000 stores.

3. It provided some of the momentum which led to the

passage of the Robinson-Patman Act.

4. It brought out considerable material which could be
used by the anti-chain interests, fairly or unfairly, to stir up
prejudice and create resentment against the chains.

One of its direct fruits, for instance, was an anti-chain book
carrying Mr. Patman's endorsement.^^ Its reliability may be
judged from the fact that the author declares in the preface:

"There probably would have been no congressional investiga-

tion of the chain store if the chain-store people had not over-

stepped themselves in seeking to set up a powerful national

lobbying agency known as the American Retail Federation.

Their flagrant attempt to put over the organization as a set-up

to protect the small retailer' attracted the attention of mem-
bers of Congress and indicated the need of an investigation."

Although the author claimed to have made an "intense

study" of the entire record—and, indeed, the book consists

mainly of selected extracts from it—his study apparently

stopped short of the committee's final report—or did it? For in

that report, it will be recalled, the majority definitely admitted

^* Wells of Discontent, Charles G. Daughters (Daughters, 1937).
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that their "chain-store superlobby" theory wholly failed to

stand up!

One conclusion which may be fairly drawn from an analysis

of the record is that, considering the opportunity the anti-

chain interest had to pry into the private files of the chains'

most active defenders, surprisingly little, if anything, was

revealed to the discredit of the chain-store system.



CHAPTER XI

IN THE COURT OF

PUBLIC OPINION

While the investigation of the American Retail Fed-

eration was producing newspaper headlines and centering the

attention of most chain-store men on Washington, another

front in the anti-chain war was opening in California.

Encouraged, no doubt, by the growing agitation against

"big business" in general, a California group which called

itself the Anti-Monopoly League was urging drastic action

against the chains. Among various anti-chain-store bills in-

troduced at the 1935 session of the State legislature was one,

called the Retail Store License bill, which the league was
actively sponsoring. The "license" it proposed was $1 a year

for a single store, $2 for a second store, $4 for a third store and

so on progressively up to $256 for the ninth store, with all

stores in excess of nine paying $500 each.

The pressure behind the bill was overwhelming. Legislators

could hardly have failed to be impressed by the claim that

80,000 California independent merchants demanded its pas-

sage—frankly admitting that the purpose of the tax was to

drive the chains out of California.

Nothing the chains could say or do at Sacramento could pre-

vail against that kind of pressure—despite all the "influence"

they were supposed to have built up for themselves in State

capitols, according to what the Patman committee was claim-

ing at the Washington hearings. The Senate passed the bill

by a vote of 34 to 4 and the Assembly by a vote of 68 to 8—
a showing which revealed clearly enough the helplessness of

223
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the chains in such a situation and explains why they felt

justified in resorting sometimes to any lawful measure called

for in self-defense.

Realizing the destructive character of the tax, Governor

Merriam held a public hearing before deciding whether to

sign or veto it. The chains put up the best case they could,

marshalling all the arguments they could muster against its

unfairness and economic shortcomings. No doubt they were

able to make out a strong case. But their opponents resorted

to a different technique, which was thus described in a de-

tailed report covering the story of this legislation issued by

the advertising agency which was later retained by the chains

to direct their fight against it.^

"Close to a thousand independent merchants, militant and
noisy, arrived on special trains on the day of the hearing and
staged an impressive *March on Sacramento.' Brass bands led

them with martial music; flying banners proclaimed their

demands that the bill be signed; gay buttons in their lapels

identified them as crusaders for a cause; and they marched
and countermarched through the capital city, swarming into

the Assembly Chamber to take their places four hours before

the hearing was scheduled to begin."

The main argument used by their representatives was that

the tax was needed to protect the small merchant against the

competition of the big chains.

The Governor delayed his decision for ten days, but on

July 21 he approved the Act, saying: "the chain-store opera-

tors feel that this legislation will prove discriminatory in its

application. If so, the opportunity is theirs to prevent this act

from becoming effective by invoking the referendum and sub-

mitting the question directly to the people."

And that, of course, was what the chains proceeded to do.

To invoke the referendum, under the California law, the

chains needed 116,487 signatures of qualified voters to a peti-

* Discrimination vs. Business, Lord & Thomas, p. 4.
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tion demanding it. The number had to equal 5 per cent of all

the votes cast for governor at the previous general election.

By September 14 they had more than enough and the referen-

dum was oflBcially certified by the Secretary of State. It meant

that the chains had until the next general election, November

3, 1936, a little more than thirteen months, in which to con-

vince the voters of California that the chain-store tax was

against their interests.

As the Lord & Thomas report points out, the chains had

several obstacles to overcome besides their own weaknesses

from a public-relations standpoint. "The enemies of the chains

had timed their attack with shrewd foresight," the report ob-

serves. "The year was a Presidential year, in which it would

be hard to arouse public sentiment on collateral issues; the

chain-store tax would be simply one of 23 measures on a

formidable and confusing California ballot; the contest would

come at a time when conspicuous figures like Wright Patman

were breathing fire and brimstone from Washington against

the chains and all their works."

Furthermore, the battleground favored the anti-chain in-

terests. "California, in 1936," the report declares, "was a field

presenting special handicaps to any attempt at interpreting

business sympathetically. It was a stronghold for all sorts of

political doctrines based on discontent. Its State treasury was

embarrassed by a big deficit which lent a powerful appeal to

any proposal to tax the other fellow. Finally, neither the time

nor the place was auspicious for any effort based on reason

and intelligent analysis; both were ideal for a campaign of

emotional, inflammatory character."

The first thing the chains did was to organize the California

Chain Stores Association to ensure unified action. Some 65

chains with stores in California were represented in it and
were committed to share the costs of the campaign propor-

tionately among them.

The next thing, and probably the smartest thing they could

have done, was to recognize their own inability to shape up
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the kind of campaign the situation called for, or to carry it

through. They realized that they were in the position of a man
who was desperately sick and needed the attention of the best

doctor he could get. Self-medication, in a case like that, was
likely to prove fatal. Their deliberations on the choice of a

doctor resulted in their selection of one of the leading adver-

tising agencies. Lord & Thomas, from whose final report on

the campaign many of the details contained in this chapter

were drawn.

Lord & Thomas, in turn, assigned its executive vice presi-

dent, Don Francisco,^ to be the campaign director. The chains

wisely decided that he should be the supreme commander in

fact as well as in name, for, as he himself pointed out in a

speech describing the campaign, the position of the campaign

director had to be like that of a quarterback on a football

team.

"No successful coach would let his team go on the field with

several of the players authorized to call the signals," he de-

clared. "No successful quarterback would call a signal until

he had first surveyed the position of his teammates and oppo-

nents on the field of battle. The choice of plays and the exact

timing are rarely determined far in advance."

In a political campaign, he pointed out, the final decision

and the authority to make quick decisions on important mat-

ters must rest with the campaign director. "In the Califor-

nia campaign," he said, "committees and conferences were
avoided. Events moved too rapidly for meetings. I had the

ablest advisers on every hand and I used them constantly.

Most of the ideas we used were suggested to me by my asso-

ciates. But in the conduct of the campaign, even the chain-

store executives let us 'call the signals.' Never have I worked
with the advantage of such full confidence and complete

cooperation."

That the confidence the chains put in Don Francisco as

their quarterback was fully justified, the outcome of the cam-
Now vice president of

J. Walter Thompson Co., New York.
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paign was to demonstrate unmistakably. But he gave the

chains more than a victory—he gave them a course in pubUc

relations which they were never after to forget. The campaign

which he and his associates mapped out and which was

carried out under his leadership not only achieved its im-

mediate objective, but provided the basis for a permanent

policy which was to yield the chains tremendous returns in

the years which followed.

Some of the principles he laid down are best revealed in

his own language, taken from one of his speeches relating to

the campaign.

"Business cannot proceed on the assumption that customers

are friends," he declared. "Motorists may buy at your service

station but damn you because they think you are a monopoly.

They may go out of their way to save a few pennies at your

chain store and then denounce you for paying low wages.

Making friends and making customers are two different jobs-

separate though related.

"Without friends, without enlightened public opinion based

upon self-interest, a business with a million customers can be

crucified by a militant minority.

"Thus public relations has come to be of prime importance.

Public relations is neither press agentry nor institution adver-

tising. It is not sending out press releases after the show is

produced. It begins while the show is being planned. It starts

on the inside with a realization that the best private relations

make the best public relations. Just as the advertising man
strives to get his product and package right before he shouts

about it, so the public-relations man starts by seeking the

deep-rooted weaknesses of a business and correcting them. He
starts with an effort to mold or modify events in order to cre-

ate favorable news and make friends. And, finally, successful

public relations recognize that it is not enough for policies to

be right—they must also seem right. The real public-relations

men are the top executives who make policies."

Although the chains suffered from the antagonism to all
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"big business," Mr. Francisco was quick to point out to his

clients that their troubles also stemmed from certain handi-

caps of their own making. First, they had made some mistakes,

although it is probable that the chain stores had made no more
mistakes than other businesses. In view of their quick growth,

he thought it remarkable that they had not made more.

Second, in their rapid development they had stepped on a lot

of toes. Furthermore, he explained, they had not stopped to

say "pardon me" or "I couldn't help it, I was in a terrible

hurry." They had stepped not only on the toes of wholesalers

and independent retailers but on those of local bankers, at-

torneys, insurance agents, appliance salesmen and others.

. This was a new slant to chain-store executives, for although

they were familiar with criticisms based on their failure to

patronize local services, such as those supplied by banks, in-

surance men and others, they had always felt it was a sufficient

answer to explain why the chain-store system did not need

such services. Now they were told that, although economi-

cally, legally and in every other way, their practices may have

been justified, their public relations had suffered just the same.

Finally, they had not told their story. They had believed that

any business which could sell for less and attract millions of

customers would be welcomed as a friend in any community.

They had overlooked that customers are not necessarily

friends.

As Mr. Francisco put it: "Those with injured toes formed a

militant organization and had been at work for many years.

Their activities had undermined confidence in the chains by
harping constantly on their mistakes and by raising doubts as

to their desirability as a social institution. The general an-

tagonism to big business created a most favorable background

for such a crusade."

So much publicity had been given to the real and fancied

short-comings of the chains that their virtues were over-

shadowed. "Apparently forgotten," Mr. Francisco pointed

out, "were the important services which chains rendered as
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prime outlets for the farmer's produce, the opportunity offered

to deserving employes to cHmb to positions of responsibiHty,

and the service performed for the average family by providing

convenience, cleanliness, better merchandise and lower prices.

In the face of this abuse the chains had been singularly

inarticulate, or, at most, had contented themselves with de-

fensively debating the damaging thrusts of their opponents."

The basic program was worked out before the campaign

started. Although it was kept more or less flexible, several

fundamental policies were adhered to throughout.

The first policy was to get off the defensive as soon as possi-

ble and launch an offensive. Mr. Francisco held that there

were only two kinds of effective defense in a campaign such

as the chains had to wage. First, total silence, a complete

disregard of the opponent's charges; and second, a counter-

attack that is so vigorous that the opponents are put on the

defensive. Until they had built their organization and laid

their plans, they were advised to ignore the accusations of

their enemies. Then, instead of attempting to answer false

accusations and thereby give them greater publicity, the

chains featured the advantages of their system.

Another important policy was to refrain from attacking the

independent merchant. To have done so would have served to

arouse sympathy for him as the "under dog."

"Since we never attacked the independents," Mr. Francisco

pointed out, "the rank and file were very lukewarm about con-

tributing money or enlisting in the crusade against us. Thus
their efforts were materially weakened. We exposed the tax

as a scheme engineered by selfish middlemen who sought

to place a severe handicap on their chain-store competitors

at public expense. We did not hesitate to attack the pro-

fessional organizers, racketeering money-raisers and self-seek-

ing politicians who worked against us. But toward other re-

tailers we were always tolerant. We gave them no reason for

fighting us.

"Our opponents had made it appear that all chains were
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national monopolies controlled by Wall Street. One of our

jobs was to make clear that a majority of the chains that would
be hit by the tax were relatively small California-owned or-

ganizations that operated a few stores within the state."

Fundamentally the campaign was built on the belief that

the most effective attack against the tax could and would be

made not by the chains themselves but by those who would
be affected by it indirectly—the farmer, the manufacturer, the

property-owner and, most important of all, the consumer.

The overall plan consisted actually of two separate cam-

paigns. The first, of ten months' duration, was designed to

make friends for chain stores by (a) finding and correcting

mistakes; (b) healing sore spots and explaining misunder-

standings; and (c) telling the chains' story of service. The
second, of less than two months' duration, was an all-out,

hard-hitting attack against the chain-store tax itself.

One fortunate break the chains got was an opportunity

early in the campaign to cooperate with agricultural produc-

ers, and thus to create better relations with a group for whom
they were already rendering a vital service but whose attitude

toward the chains was openly critical. On February 26, 1936,

the California Canning Peach Growers wrote to Mr. Fran-

cisco, pointing out that the entire California Cling Peach In-

dustry was suffering from an under-consumption of canned

peaches. Because of his "very close touch" with the chain

stores, he was asked to secure the cooperation of the food

chains in putting on a drive whereby consumption of the

product in question could be greatly increased and thereby

benefit "the most important canning operation in the State

of California."
^

Naturally the chains acted quickly and effectively. Through

their national association, a nationwide drive was launched

at once. It absorbed the surplus and enabled the peach grow-

ers to dispose of their new crop at a substantial profit instead

• Discrimination vs. Business, supra, p. 5a.
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of suffering the disaster which had previously seemed in-

evitable.

In that effort, food chains all over the country cooperated.

Later on, when the price of beef was dropping so fast because

of the abnormal slaughter brought about by the drought that

the livestock growers were panic-stricken, the chains received

another opportunity to demonstrate what organized distri-

bution could do. The nationwide drive they put on again

saved a critical situation.

Finally, only two weeks before the election, the food chains

received anotiher opportunity, in connection with a surplus

crop of California dried fruits. Once again they earned the

admiration and gratitude of an important group of California

producers by moving an unprecedented volume of the prod-

uct into consumption.

These drives showed in a concrete way the important part

the chain-store system played in our national economy. They
did more to command the friendship and respect of California

farmers and producers than all the economic arguments, how-
ever sound, the chains could possibly have presented.

Following their California experience, the grocery chains

developed a permanent agricultural relief program which, in

the years to follow, was to move many a surplus crop into

consumption all over the country. That "practical farm relief"

program, as it has been called, will be discussed in greater

detail in a later chapter.

In getting across the story of the service the chain stores

were rendering, which was one of the main efforts diu-ing the

first ten months of the campaign, every suitable medium and
device was used. Included were radio programs, newspa-

per advertising, booklets, posters, speeches, essay contests.

Throughout it all, however, the approach was educational and
informative rather than argumentative and no reference was
made to the tax at any time.

Not until six weeks before Election Day was the direct
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attack on the tax unleashed. By that time, the proposition as

it was to appear on the ballot had been assigned a number,

22. The number itself gave the chains a chance to fashion an

effective slogan against it: "22 Is a Tax on You!" Because it

rhymed, it helped voters remember the number of the pro-

posal. Because it was "a Tax on You" it helped voters remem-
ber that the answer was "No." That slogan, repeated over and

over again in every type of medium for 30 days, was a potent

factor in crystallizing the issue and in simplifying the voter's

task on election day.

"When the zero hour came," Mr. Francisco related some
time later, "every worker and medium changed from public

relations to anti-tax activity. 'California's Hour' * commercials

assailed the tax, the California Consumer's Conference re-

leased posters and newspaper advertisements attacking it.

Resolutions against the tax were passed or taken out of files

and publicized. Chain-store employes and workers wore but-

tons on their lapels and signs on their automobile bumpers

reading '22 Is a Tax on You.' On a score of radio stations,

lawyers, property owners, business men, women and farmers

spoke against the tax. During the last three days prior to the

election, the California Chain Stores Association itself finally

spoke. Over the association's signature three large advertise-

ments appeared on successive days summarizing the editorials

that had appeared against the tax, the prominent organiza-

tions that had passed resolutions against it and the small Cali-

fornia-owned organizations that would be injured if it passed.

There were meetings by the score, frenzied activity every-

where—at last the battle was on."

Once the drive opened it never let up. Every step had been

carefully timed so that the peak was reached at the exact

moment when it would prove most effective. Furthermore, an

extremely vital factor if all the effort was not to prove in vain

—getting out the vote—was never lost sight of. An elaborate

* A weekly radio program of entertainment, sponsored by the chains throughout

the campaign but which, up to that time, had not even mentioned the tax.
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organization had been set up to organize employes for pre-

cinct work. The residence of every chain-store employe in

the large cities was pin-pointed on a map and each one who
volunteered for service was cataloged and assigned certain

voters to call on. Some were assigned to get out the vote and

others to watch the polls on election day.

"This was a very vital part of the program," Mr. Francisco

pointed out, "for poor precinct work can win or lose elections.

We adopted the standard technique for organizing precinct

workers and applied it to chain-store employees. The job of

interviewing voters throughout the state and making sure that

those who planned to vote *No' would do so on Election Day
was a tremendous one, but we were able to achieve it by
breaking it down into many little jobs through a military type

of organization."

What was the outcome?

As has been intimated, the chains won a decisive victory.

The voters rejected the discriminatory chain-store tax by a

vote of 1,369,778 to 1,067,443, a majority against the tax of

302,335.

Furthermore, that result reflected the views of voters

all over the State, for 57 out of California's 58 counties voted

"No" to the proposal.

Although the campaign had undoubtedly been expensive to

the chains, the total cost was far less than they would have had

to pay for the privilege of staying in business had the tax pre-

vailed.

But the pecuniary benefits of their victory, great as they

were, were small compared with some of the other results-

most important of which were the lessons it taught. What they

were are best described in the language of the "supreme com-

mander."

"By their campaign the chain stores of California not only

defeated the chain-store tax," Mr. Francisco declared, "but

they improved their relations with employes, farmers and
customers, made themselves better understood and increased
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their sales. Today they have more friends as well as more
customers.

"The tax on California chain stores was not defeated be-

cause a majority of voters were unwilling to soak the chains,

but because many were unwilling to soak themselves. The job

of the chain stores was to interpret the effect of the tax to

various groups of voters from the viewpoint of their self-

interest. The employe saw the tax as a threat to his job. The
farmer saw it as a measure that would cripple an important

outlet for his produce. The businessman saw it as a discrimi-

natory misuse of the tax power that might be extended to his

business. The consumer saw it as a retail tax that would raise

prices.

"In the last analysis, each citizen votes for himself. He has

little sympathy for the problems of chain stores, railroads,

utilities or other businesses. What he wants to know about

laws and taxes is how they affect him. That is the opportunity

and the safeguard of business.

"People know that businesses are big, successful and profit-

able. . . . People do not know what business has done for

them—to create jobs, to effect economies, to perfect service, to

save time and money, to reduce the cost of living and to raise

the standard of living.

"Business needs a favorable public opinion as well as a con-

sumer demand for its products. . . . Business can protect it-

self by first demonstrating and telling how it serves America,

and dien by showing how unfair legislation handicaps its

ability to render that service."

The detailed story of the strategy and tactics employed so

effectively in the California referendum campaign makes

fascinating reading besides attesting the scope of the "know

how" needed to produce such a result. But the full story be-

longs rather to the annals of public relations than in a

history of chain stores. Before leaving it, however, a word or

two should be said about the strength of the opposition. What
did the chains have to beat to win?
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In the first place, the Anti-Monopoly League, which had

successfully sponsored the chain-store tax originally, could

hardly have been expected to give back the fruits of its victory

without a struggle. It certainly showed no disposition to do so.

The league, which was a federation of anti-chain interests,

started out to raise a war-chest of $2,500,000. How much was

actually obtained or how much of what was raised actually

went into the campaign is not known. A court action by one

of the field men who became disgruntled because the "exclu-

sive" area assigned to him had already been worked revealed

that the principal fund-raiser had a contract giving him 40

per cent of all money collected.

Be that as it may, the league was able to finance a program

substantial enough to give the chains considerable concern.

"Their strategy, before the electorate as before the legisla-

ture," the Lord & Thomas report declares, "was to make the

chains defendants in a court of popular prejudice, rather than

to explain or support the proposed tax. . . . Their favored

campaign documents were *horror' cartoons, such as those

picturing the chains as an octopus strangling California in

its greedy tentacles, or as a cow, complacently browsing on

the state's wealth, while top-hatted Wall Street, tugging at

her udders, drained that wealth into guilty New York. . . .

"During the early months of the campaign, the Anti-

Monopoly League's radio programs and advertisements

stressed a vital secondary message; along with their condem-
nation of the greed of the chains, they urged generous contri-

butions to the support of the league as a 'non-profit organiza-

tion,' whose leaders were 'unselfishly sacrificing in behalf of

the program!'

"

According to Mr. Francisco, their most telling argument
was that the tax amounted to only $1.37 per day per store.

"However," he pointed out, "they used this in a major way
only in San Francisco and the Bay cities."

The Corner Store Philosopher was their most effective radio

program and, Mr. Francisco confesses, it "had us worried.



236 CHAIN STORES IN AMERICA

The 'Philosopher' disregarded facts and played entirely on the

emotions. In a kindly drawl he told of his experiences with

chain-store employes, farmers and neighbors. The stories were

pure fiction but they dramatized all the arguments used

against us. We were glad when lack of funds brought about

the substitution of some of the opposing generals in place of

the insidious 'Corner Store Philosopher.'

"

The "lack of funds" referred to was attributed to the dam-

aging publicity the league suffered as a result of the court ex-

posure of its fund-raising activities. The president of the Anti-

Monopoly League, himself, testified that 40 per cent of all the

funds raised were to be turned over to the man who had the

contract to gather them in. That revelation undoubtedly lost

the league a lot of supporters. Contributions did not come in as

freely as at first.

Nevertheless, although the campaign in behalf of the tax

failed, some gauge of its force is provided in the fact that it did

at least roll up a total of 1,067,443 votes. Had it been even

15 per cent more effective than it was, the outstanding efforts

of the chains would have been in vain.

The California referendum was not the first trial of the so-

called chain-store question in the court of public opinion,

although it was the first successful one.

The first attempt of the kind involved a local ordinance

passed in the city of Portland, Ore., in the fall of 1931.^ It im-

posed only a modest tax, ranging from $6 on the first store to

$50 on all stores in excess of 50. Nevertheless the chains de-

cided to test it through the referendum process. At the 1932

election, the issue polled a vote of 105,653, of which 53,871

favored the tax and 51,782 opposed it. In view of the moderate

character of the tax, the voters could hardly have been ex-

pected to get too excited about it. Such a small tax, however

unfair, would hardly put any of the chains out of business or

require them to raise their prices enough for anyone to notice

" The Chain Store Tells the Story, op. cU., p. 151.
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it. In the light of that fact the chains had some reason for

gratification. The margin of their defeat, only 2,089 votes, was

slim enough to suggest that under diflFerent conditions they

would have better luck. However, if they had any such hopes,

they were shortly to be rather roughly disillusioned.

For in 1934, in Colorado, they had to fight what was the first

and only attempt ever made to enact a chain-store tax by

popular vote through the medium of an "initiative" petition.

The proposal was voted on at the general election that year

and was adopted by a vote of 132,160 to 106,359. And it was

no small tax either, ranging from $2 on a single store up to

$300 on stores in excess of 24.

The chains did nothing much about it until their success in

California suggested that an appeal to the public in Colorado

might prove equally effective. The necessary steps were ac-

cordingly taken and at the 1938 election a proposal to repeal

the chain-store tax appeared on the ballot.

Unfortunately for the chains, the ballot carried another pro-

posal as well—a proposal to repeal the old-age pension plan

which had been adopted in 1936 and under which everyone

over 60 was entitled to $45 a month. Inasmuch as the State

then faced a $2,000,000 deficit, those who favored the re-

tention of the pension plan could see no sense in voting for a

repeal of the chain-store tax or any other revenue-producing

measure. The proposal to repeal the chain-store tax was de-

feated by a vote of 240,000 to 160,000.

Four years later, however, the application of some of the

California techniques proved more successful in Utah. A law

passed by the 1941 legislature not only imposed a severe tax,

of the Louisiana type, on existing stores, the scale ranging

from $50 per store on less than 100 stores to $500 per store

on stores in excess of 500, the particular bracket being deter-

mined by the number of stores operated anywhere, but it in-

troduced a new feature. On all stores added or relocated in

Utah after July 1, 1941, the tax would be $500 per store if less
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than 100 were operated, while chains with 500 or more stores

would have to pay $5,000 for each new store or old one re-

located!

The chains again invoked the referendum process and put

on an all-out program. The proposal on the ballot being num-
ber 2, the slogan "No. 2 Is a Tax on You!" was a logical choice.

At the annual election on November 3, 1942, the chains pre-

vailed by a vote of 85,188 to 38,504, with every county in the

State voting against the tax.

In achieving that decisive result, the chains were able to

make much of the fact that the tax was actually a "death sen-

tence" for chain stores in Utah; that there were only 123 chain

stores compared with 6,000 independents in the State; that

the independents accounted for seven-eighths of the total

retail sales; that the bill exempted service-station chains and
voluntary chains; and that the elimination of chain-store com-

petition would inevitably mean higher prices for Utah house-

wives.

But, powerful as these arguments undoubtedly were, much
of the credit for the chains' victory must be given to a definite

swing in public attitude in favor of the chains which had be-

gun to develop a couple of years earlier. Ironically enough,

Congressman Patman's supreme eflFort to end the chain-store

problem once and for all by his so-called Federal "Death Sen-

tence" bill, which was the subject of an extensive public hear-

ing in the spring of 1940, actually proved the salvation of the

chains. In one sense it did, indeed, end the chain-store prob-

lem, for the supporters of the chains turned out in such over-

whelming numbers and strength that the anti-chain politicians

must have realized, then and there, that the open season for

chain-killing was over.

Not only was the "Death Sentence" bill, sponsored by Mr.

Patman, completely discredited, but no State passed a dis-

criminatory chain-store tax after 1941; the Utah law, as we
have seen, was rejected by popular vote in 1942; an Idaho

tax was repealed in 1949; and, that same year, the graduated
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feature of the North Carohna statute was replaced by a

modest flat-rate tax without reference to the number of stores

operated. In 1951, the Georgia tax was repealed.

Commenting on the result of the Utah referendum a few
days after the election in 1942, the New York Herald Tribune

declared editorially:

"One of the unspectacular but none the less pleasing epi-

sodes of Tuesday's balloting occurred in Utah, where the

voters of the state repudiated, by a count of more than two
to one, a law passed last year which would have placed a

punitive tax on chain stores. . . .

"There seems to be good reason to believe that this move-
ment to drive the chain store out of existence by taxation

reached its high-water mark in the hearings on the Patman
bill, which would have nationalized this debasement of the

tax function. . . . What happened in Utah this week indi-

cates that the educational value of those hearings was not

wasted. Unfortunately for the Patmans and their kind, the

public today has a better grasp on the economics of the chain-

store tax than it had a decade ago."

Certainly the story of the Patman "death sentence" bill rates

a chapter of its own.



CHAPTER XII

THE "DEATH SENTENCE" BILL

The first attempt to impose a punitive tax against

chain stores on a national basis came in February, 1938, in the

shape of a bill introduced by Representative Wright Patman,

of Texas. It carried the names of more than 70 other Congress-

men as "co-framers, co-authors and co-sponsors."

The bill, which was designated as H.R. 9464, was aimed

primarily at the chains which operated in a number of States,

but its provisions were drastic enough to have put many a

chain out of business even though all its stores were located

in a single State.

The tax imposed started at $50 a store on the tenth to the

fifteenth store and increased progressively until all stores in

excess of 500 would have to pay $1,000 each annually. But

that was only the beginning! After the tax had been calcu-

lated on that basis, the amount was to be multiplied by the

number of States in which the taxpayer operated.

Just by way of example, the tax on the Woolworth Com-
pany in 1938 would have amounted to some $81,000,000 al-

though its net profits that year amounted to only $28,000,000!

With 1,864 stores in operation in 48 States and the District

of Columbia, the tax would have amounted to $1,650,000, if

all the stores had been operated in a single State, but because

they were scattered all over the union, that sum had to be

multiphed by 49, giving the tidy sum of $81,070,000. In the

case of the A&P, with approximately 12,000 stores in 40 States

at that time, the tax would have totalled more than $471,000,-

000!

How the tax would have hit some of the other chains is

shown in Table 11, but its impact on a relatively small chain

240
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which happened to operate in a number of states is well illus-

trated by the case of Mangel Stores, an apparel chain, with

106 stores scattered over 27 states. The tax on the 106 stores,

if all had been located in one state, would have amounted to

Table 11

IMPACT OF PATMAN "DEATH SENTENCE" BILL
ON 24 CHAINS AS OF 1938 '

COMPANY NUMBER NUMBER 1938 H.R. 1

OF STORES OF STATES EARNINGS TAX

American Stores 2,416 8 $ 57,627 $ 17,652,000
A&P^ 12,000 40 9,119,114 471,620,000
BicHord's 106 4 558,924 92,800
Bohack, H. C. 488 1 (179,741) 279,700
Dixie Home Stores 172 2 189,197 105,800
Edison Bros. 123 29 919,323 894,650
Fanny Farmer 237 15 904,009 1,315,500
First Nat'l Stores 2,350 7 2,705,191 14,983,500
Gamble-Skogmo 247 18 278,538 1,686,600

Grant Co., W. T. 491 38 2,766,424 10,731,200
Kinney, G. R. 328 37 151,503 5,420,500
Kresge' 679 27 8,997,051 12,676,500
Kress, S. H. 235 29 3,668,216 2,508,500
Kroger Co. 3,992 19 3,741,569 71,867,500
Lemer Stores 164 39 1,299,231 1,922,700
Liggett 552 36 518,432 12,330,000
Mangel Stores 106 27 18,674 626,400
Melville Shoe Corp. 639 40 1,484,061 17,180,000
Newberry 476 45 1,792,741 12,100,500
Penney,

J. C. 1,541 48 13,739,160 63,912,000
Safeway* 2,873 22 4,206,781 58,597,000
Schiff Co. 277 28 265,180 3,127,600
Walgreen Co. 510 37 2,067,846 11,118,500
Woolworth Co.« 1,864 48 28,584,944 81,070,500

* Estimated U.S. stores; earnings include Canadian stores.

* Includes Canadian stores and earnings.

* Includes Canadian and Cuban stores and earnings.

* From Appendix B, "Keep Market Street Open," a brief filed by chains opposing

Patman bill, appearing in record of hearing at page 652.

approximately $23,000, but, multiplied by 27, it would have

come to $626,000, quite a burden for a chain whose profits

that year amounted to only $18,674!

But recognizing that these taxes amounted practically to a
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death sentence for most of the chains which had achieved

even a moderate degree of success, the bill did graciously

provide an escape for those who desired to take advantage of

it. The full impact of the tax was deferred for two years during

which period the affected chains could liquidate voluntarily.

In other words, they could escape the death penalty by com-

mitting suicide!

As might have been expected, the general reaction to such

a drastic measure was condemnation.

Typical of the immediate comment on the bill was an edi-

torial in Business Week, February 5, 1938, headed "Killing

Chain Stores."

"Would you believe it," the editorial asked, "if you were

told that a congressman, and an influential congressman at

that, had proposed that the Federal Government tax the F. W.
Woolworth Co. about $90,000,000 a year? And that it tax the

A&P $600,000,000?

"Yet that is the meaning of Rep. Patman's new bill. . . .

Destruction is the object. For since the chains cannot stand

such enormous taxes, they would be forced out of business,

to the delight of many competitors. ... A mighty effort is

under way to smash the chains.

"Upon this effort the public must render judgment. It must

make up its mind whether all the benefits of mass buying,

mass distribution and mass retailing shall be destroyed in

order to ensure that a multitude of small retailers, who are

for the most part bad merchants, poorly financed, and ill

equipped to give service, shall be subsidized at the expense

of the ultimate consumer; or whether the government shall

permit some progress to be made in the direction of efficiency

and cost reduction for the benefit of the people who go into

stores every day and pay in pennies and nickels for the neces-

sities of life."

Retailing, in its issue of February 21, 1938, carried an edi-

torial headed: "Death Sentence."

"Chain stores are now confronted with the executioner's
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axe," it declared. "If the bill just introduced by Representative

Wright Patman is passed in anything like its present form,

chain stores, as we know them, will pass out of the business

picture within two years. . . . While the chain stores have

not been blameless in their buying and competitive methods,

it is incredible to think that they should be wiped out. . . .

This is a fight which concerns every branch of retailing, big

and little. The chains may need further regulation, but not

destruction. The National Retail Dry Goods Association and
other groups should help to defeat this measure."

From the very day of its introduction, a ground swell of

opposition started to develop against the Patman bill which
was eventually to reach overwhelming proportions.

But the almost universal condemnation his proposal was re-

ceiving did little to dampen Mr. Patman's ardor. When, in

September of that year, he was invited by the National Con-
ference of Business Paper Editors to debate the merits of

his bill at the annual convention of its affiliated association,

Associated Business Papers, he jumped at the chance.

"I look upon this meeting," he wrote, in accepting the in-

vitation, "as a wonderful opportunity to sell a good cause to

people who really have more to do with molding public opin-

ion in this country than any other group. If I am right in this

fight, I should win and will win, if the people get the truth.

If I do not have the right side, I am not entitled to win. It is

pleasing to me to know that the fight has at last been brought

out into the open. It is the first time."
^

It devolved upon the author to oppose Mr. Patman in that

debate which was held at the Union League Club, Chicago.

The debate appears in full in Chain Stores and Legislation,^

and no purpose will be served by considering it at length in

these pages, particularly as all the arguments Mr. Patman used

then in favor of his measure were repeated in amplified form

* Letter from Hon. Wright Patman, Texarkana, Tex., dated September 23,

1938, to Bascom N. Timmons, Washington, D.C., from copy in author's files.

'By Daniel Bloomfield (New York: H. W. Wilson Co., 1939).
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in the long public hearing which is to be discussed in some
detail in this chapter.

However, one of Mr. Patman's most fantastic claims, which
he had made in Congress in 1937 and reiterated in the course

of the debate deserves treatment at this point because he

persisted in using it thereafter even after its invaUdity had
been demonstrated to him.

On June 17, 1937, Mr. Patman had declared in Congress^

that "a study has just been completed which shows that the

cost of food is higher in cities where chain stores predomi-

nate."

He based that contention on a study of intercity living costs

made by the Works Progress Administration, which he had
tied up with Census figures showing how the chains stood in

the cities in question as compared with the independents.

Our own comment on Mr. Patman's astounding claim, as it

appeared in Chain Store Age^ at that time, will serve to set up
the basic facts. Our editorial said:

"Because of his reference to oflBcial data, the Congressman s

argument had a decidedly genuine ring, but an examination

of the sources themselves reveals that he handed his col-

leagues a gold brick. To achieve his purpose he resorted

to a method which even a high school debater might scorn

to employ—the use of selected instances. He used the figures

which served him and completely ignored the rest, a treat-

ment which no one who was trying to paint a fair picture

would ever employ.

"The living-cost study he quoted covered 59 cities, but

Patman used only twenty. Not only did he ignore the others,

but he deliberately intimated that they all pointed the same
way, when the fact is that many of them pointed in just the

opposite direction.
" 1 can name you cities all over this nation,' he declared,

'and prove to you that where the chains have control in any
line of business prices are higher than in cities where the

independents have control of similar lines of business.'

• Congressional Record, June 17, 1937, p. 5914.
* August, 1937.
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"But not a word did he say about the cities which indicated

just the opposite and which he had right in front of him in the

study from which he drew his statistics.

"Now what were the facts?

"The Division of Social Research of the WPA in 1936 made
a comparative study of the cost of hving in 59 diflFerent cities.

Using Washington, D.C. as the base and caUing it 100, a

relative figure was established for each of the others. The
median figure for the cost of food was 93.9. In other words,

of the 59 cities, 27 show a food cost index higher than 93.9,

29 a lower index, and three stand exactly at the median level.

"In the group of cities in which the index is higher than

93.9 are nine 'chain cities and eighteen mdependent' cities,

while in the group in which the index is lower than 93.9 will

be found nine *chain cities and twenty 'independent' cities.

Exactly at the median level are one 'chain city and two 'inde-

pendent' cities.

"Obviously an accurate interpretation of these figures

lends no support whatever to the Patman contention, but

in the way he used them he conveyed an entirely different

picture. He pointed out, for instance, that in Houston, an

'independent' city, the index was 90.7 and in El Paso, another

'independent' city, it was 92.5, whereas in Dallas, a 'chain

city, it was 95. In the same way, he paired various other cities,

always selecting for his unfair comparisons only 'chain' cities

in which the cost of living happened to be high and only

'independent' cities in which the cost of hving happened to

be low.

"Of course, anyone who would be willing to adopt the

same tactics, could use Patman's own authority to confound
his argument. One could show, for instance, that Detroit,

a 'chain' city, has an index of 93.2, whereas Bridgeport, Conn.,

an 'independent' city, has the highest food index in the whole
Hst—102.3; that Dallas, the 'chain' city to which Patman re-

ferred as having a comparatively high index of 95, compares
quite favorably with New York, an 'independent' city, with
an index of 100.1; that Cleveland, a 'chain' city, has an index
of 93.3, whereas Newark, N.J., an 'independent' city has an
index of 99.5; and Los Angeles, a 'chain' city, has an index
of only 92.8 compared with San Francisco, an 'independent*

city, whose index is 96.3.

"But that, of course, is a criminal way to distort evidence
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and anyone who would resort to it deliberately would be
guilty of intellectual dishonesty of the rankest kind. Whether
or not Congressman Patman deliberately juggled the data in

the manner indicated cannot, of course, be inferred from the

facts available, but even though he be acquitted of the sus-

picion of downright chicanery, he can hardly hope to escape
the charge of a carelessness so gross as to be almost as culp-

able.

"The truth is that inter-city living costs vary for many
different reasons, of which the prevailing type of distribution

is only one. The fact that the cost of living is comparatively
high in a particular city in which the chains do the bulk of

the business provides no justification whatever for the conclu-

sion that food costs are high there because of the chains. On
the contrary, ordinary common sense and available data on
the subject would suggest rather that the high cost of living

in such a city must be despite the chains and not because
of them—that the cost of living would be even higher but
for the competitive effect of chain-store prices.

"And nobody should realize that fact more clearly than
Congressman Patman himself, for has not his whole chain-

baiting campaign of the last couple of years been based on
his complaint that the chains are driving the independents
out of business by underselling them? . . .

"The fact is, as has frequently been demonstrated by im-

partial investigators, . . . that the grocery chains not only

can but do undersell their independent competitors, and if

the blame for the high cost of living in a given city can fairly

be placed on the shoulders of the one factor which tends to

keep prices down then Congressman Patman is a public bene-
factor and the chains are a public menace. Otherwise, Wright
Patman is wrong!"

Whether or not Mr. Patman had ever seen that editorial

before that night is not known, although reprints of it had
been w^idely circulated in Washington and throughout the

country, but it certainly was brought to his attention in the

course of the debate. It came up in the course of the rebuttal

arguments.

Said Mr. Patman: "I also say to you (I have facts and

figures to support this statement of mine. I myself placed them
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in the Congressional Record on June 17, 1937, where they will

be found on page 7708)^ and I believe conclusively that

these figures and facts show that the price of food is higher

in chain-controlled towns and cities than it is in those com-

munities which are not controlled by chain outfits."

In reply, the author offered to rest his whole case on the

truth or falsity of that statement. After pointing out its obvious

fallacies and flaws as had been done in the editorial previously

quoted, he handed Mr. Patman a reprint of it, with the sug-

gestion that if he "is fair-minded enough to withdraw a state-

ment which has no justification he will never make it again."

But the effect on Mr. Patman was apparently not lasting. In

a radio speech delivered in February 21, 1939,^ only three

months after that debate, he included among his objections

to the interstate chain system: "It causes the cost of food to

be higher in towns and communities controlled by it."

And, in an extension of remarks reported in the Congres-

sional Record a few days later,'' he made the statement that

"cost of food is higher in chain-controlled towns and com-

munities."

That that erroneous and illogical notion remained with Mr.

Patman throughout the years was evidenced eleven years

later, when he and the author appeared once again on op-

posite sides of the old question. This time it was on a tele-

vision program called "Court of Current Issues." ^ Mr. Patman
put the following question to Prof. O. Glenn Saxon, one of the

chain-store "witnesses":

"Don't these same statistics prove that in cities where the

chains have control, the cost of food is always higher?"

When the witness answered in the negative, the matter was
not pursued, but if a thousand qualified witnesses had all

answered in the same way, Mr. Patman would probably have

" Actually the page is 5914.

^Congressional Record, Vol. 84, Part 11, p. 667.
' Ibid., p. 761.

•Reported in Chain Store Age, November, 1939.
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remained unconvinced judging by the persistency with which

he had stuck to his baseless contention for so long.

Of course much of Mr. Patman's muddy thinking on this

point stemmed from his misleading use of the word control in

connection with the division of a city's food business among
chains and independents. Perhaps in a parliamentary body,

a majority of 51 per cent may give control, because the other

49 per cent is as hopelessly beaten as if it were only 1 per cent.

But control of a parliamentary body and control of the

cost of living under competitive conditions are two entirely

different things. The fact Aat the chains may enjoy 51 per cent

or 61 per cent or even 70 per cent of a city's business gives

them no power to raise prices at will, as Mr. Patman naively

suggested, for the public is still a free agent and can buy from

whom it likes. Indeed, the only way in which the chains could

hope to maintain the favorable position they commanded
would be by keeping their prices down.

The Patman bill made no progress whatever in Congress in

1938.

Early the following year it was reintroduced, this time as

H.R. 1. It was referred to the Committee on Ways and Means.

But although no action was taken on it that year, the mere

fact that it was pending precipitated nationwide discussion

of the chain-store system. Nearly 350 national organizations

representing all lines of activity—agricultural, industrial, com-

mercial, labor and consumer—not only discussed the bill but

passed resolutions condemning it.

Because of the widespread hostility to the bill, the chains

missed no opportunity to discuss its shortcomings on the air,

from the platform, or through any other medium that offered.

In December, 1939, John A. Logan, president of the National

Association of Food Chains, debated the issues over the air

with Hector Lazo, and other chain-store spokesmen wel-

comed similar opportunities.

After all, the chains realized that this bill was to give them

the best opportunity they had ever had to show where the
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chain stores stood not only in popular esteem but in the think-

ing of all important groups, save only those with whom they

were in direct competition—the wholesalers and retailers. And,

because of the long lag between the introduction of the first

bill and the public hearing on H.R. 1, they had all the time

they wanted to prepare for the conflict.

In March of 1940, a sub-committee was appointed by the

Ways and Means Committee to conduct a public hearing on

the measure. It consisted of Representatives John W. McCor-

mack, Massachusetts, chairman; John W. Boehne, Jr., Indiana;

Richard M. Duncan, Missouri; John D. Dingell, Michigan;

Frank Crowther, New York; Harold Knutson, Minnesota; and

Roy O. Woodruff, Michigan.

The hearings started March 27 and continued daily until

May 16. Each session, however, was only two hours long.

Nevertheless, before the hearings were over nearly 200 wit-

nesses were heard, some at great length, and numerous ex-

hibits and briefs were put into the record by both sides. The
printed record of the hearing comprises 2,257 pages!

^

As is usual, those who favored the bill were heard first. As

its author, Mr. Patman took all of the first session to present

his argument for it and all of the second to answer the ques-

tions put to him by the committee.

Before commencing his argument, Mr. Patman offered cer-

tain amendments to the bill to modify its effect. He asked the

committee to cut the proposed tax in half. He also offered to

exempt entirely all chains operating no more than 50 stores in

the State in which the principal place of business was located

or within a radius of 100 miles of the city or town in which
such place of business was located. Finally, he offered to give

the interstate chains, against which the bill was mainly di-

rected, seven years in which to liquidate instead of the two
years allowed in the original bill. But this seven years "breath-

' Hearings before a sub-committee of the Committee of Ways and Means, House
of Representatives, 76th Cong., 3rd Sess., on H.R. 1, a bill providing for an excise

tax on chain stores.
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ing spell"—which Congressman Knutson characterized as

"purgatory"—would be denied to any chain operating more

than 50 stores which increased their number or which changed

the location of any store during the seven-year period. He also

oflFered to include filling stations, which had been exempted in

the original bill.

Right at the start of his argument, Mr. Patman took up the

question of the constitutionality of the proposal.

"The object of H.R. 1," he declared, "is to restrict interstate

chain stores to the boundaries of one State, or to a smaller

area than some of them now cover.

"The question is asked: "If that is the object, why not leave

out the tax provision and offer a bill that says an interstate

[sic] chain cannot operate in more than one State?'

"My answer is that such a proposal, if enacted, would prob-

ably be held unconstitutional, whereas, if we use the taxing

power of Congress to reach the same objective, there will be

no doubt of the constitutionality of the law, when enacted.

"Why did Congress place a 10 per cent tax on the State bank

currency after the war between the States? Was it in order

to raise revenue? Not at all."

Elaborating on that historical incident a little later, he said:

"I invite your attention to the fact that during President

Grant's administration we had all kinds of State banks all

over the country that were issuing so-called wildcat currency.

Congress wanted to pass a law that would stop these banks

from issuing that wildcat currency. . . . But Congress de-

cided that they could not pass a law that would be constitu-

tional that would have that effect. But someone suggested,

*We can tax them and that will do the same thing'; so they

passed a law taxing this currency issued by State banks 10

per cent. That destroyed many State banks but it served a

more worthy purpose of preserving our great currency sys-

tem of this country. So that in President Grant's time the tax-

ing power was used as a vehicle to correct an evil that could

not be reached in any other manner in a constitutional way."

But Mr. Patman's implication that the taxing power may be
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used constitutionally to achieve indirectly what Congress has

no constitutional power to achieve directly was his own con-

stitutional philosophy. It was just the opposite of the philoso-

phy of the U.S. Supreme Court, as had appeared in the very

case he used as his principal authority—the case involving the

constitutionality of an act of Congress imposing a prohibitive

tax against State banknotes.

Such a law was passed, as Mr. Patman declared, and it was

held constitutional, as he stated, but if he really thought that

the court held in the case in question that Congress could use

its taxing power to achieve unconstitutional objectives, he

missed the point completely.

The case in question was Veazie Bank v. Fenno, 8 Wallace

533. What the Court held was that as Congress is empowered

by the Constitution to protect its own currency, it could con-

stitutionally forbid the States to issue banknotes which cir-

culated as money; and because it could legally forbid the issue

of such banknotes, it could achieve the same constitutional

result through the exercise of its taxing power.

That, of course, is a very different proposition from Mr.

Patman's version of it. It was not a case, as he contended, of

using the taxing power "as a vehicle to correct an evil that

could not be reached in any other manner in a constitutional

way," but of using it to correct an evil which might have been

reached constitutionally by a flat prohibition.

What Mr. Patman overlooked was that when Chief Justice

Marshall uttered his famous dictum, back in 1819, that "the

power to tax involves the power to destroy" he did not say, or

imply, that the power to tax involves the right to destroy. On
the contrary, in the very case in which the dictum was offered,

the Chief Justice held that the power to tax did not in-

volve the right to destroy.

In that historic case^^ Maryland had passed a prohibitive tax

against a branch of the United States Bank. In that respect, it

might be regarded perhaps as the first chain-store case to reach

"McCulloch V. Maryland, 4 Wheaton 316 (1819). See The American Constitu-

tion, Alfred H. Kelly and Winfred A. Harbison (New York: Norton & Co., 1948)

p. 290.
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the United States Supreme Court, although it related to

branch banks rather than branch stores. Having first decided

that the Federal Government had a right to establish the bank
itself, and could set up branches wherever it saw fit, the Chief

Justice easily reached the conclusion that no State had the

right to destroy what the Federal Government had the right to

create. And as the States had no right to destroy the branch

banks directly, they had no right to use their taxing power to

achieve the same result indirectly.

Applying that sound principle to Mr. Patman's own bill, the

use of the Federal taxing power to destroy interstate chain

stores would obviously be constitutional only if a Federal law

flatly prohibiting the operation of such stores would be con-

stitutional. But on that point Mr. Patman himself said that he

had been advised that such a law would not be constitutional.

On that basis, H.R. 1 could have no constitutional validity,

despite Mr. Patman's blithe assumption that the power to tax

is subject to no limitations.

The committee did not interrogate Mr. Patman on his

unique position regarding basic constitutional principles, nor

were they challenged by any of the witnesses for the chains.

That, however, was rendered unnecessary because, at the end

of his statement, the committee inserted in the record a mem-
orandum prepared by the staff of the Joint Committee on In-

ternal Revenue Taxation at the committee's request. In that

memorandum, the attorney for the Joint Committee advised

that H.R. 1 would "clearly violate" the Federal Constitution.^^

" That ex-Govemor Christianson had a better grasp of the constitutional prin-

ciples involved than his colleague is indicated by the following exchange between

him and a member of the committee which took place at the end of the hearing:

*'Mr. Dingell. Governor, speaking about whether it could be done or not, the tax

club to bring about the abatement or the reduction or the elimination of the chain-

store system could be used only if the purpose of the bill were constitutional; that is

the elimination of the chain-store system. If that were constitutional then rightfully

the Congress could use the tax club to bring that about. I think we will agree on

that.

"Mr. Christianson. That is right.

**Mr. Dingell. On the other hand, if that is an unconstitutional move, then of course

the taxing power of Congress could not be used to bring that about.

"Mr. Christianson. That is true." (Hearing Record, p. 1967.)
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Continuing with his argument, Mr. Patman offered the com-

mittee some elaborate-looking charts. They showed that four

of the largest banks in the country and seven of the leading

private banking firms were represented on the directorates of

some of the leading chain-store companies. Another chart

showed that one large private banking firm was represented

on the directorate of half a dozen or more leading chains as

well as on the boards of many large manufacturing companies.

The purpose of that testimony, apparently, was to support

Mr. Patman's theory that the fact that large chains and some

large manufacturing companies have the same banking affilia-

tions results in the refusal of the latter to sell their products

to competitors of the chains!

But the committee did not seem to be deeply impressed

with either the exhibits or the implications Mr. Patman saw

in them. On the contrary, they seemed to think it a perfectly

natural thing for banks to be represented on the boards of

companies with which they had extensive financial dealings.

One committeeman pointed out that when the R.F.C. makes

a loan to a corporation it secures representation on the bor-

rower's board of directors. Another observed that probably in

many cases the connection between the bank and the chain

was merely that of transfer agent.

Mr. Patman's main objections to the interstate chains, he

said, were:

1. They tend to concentrate money power and credit in the

hands of a few banks, mostly in the East.

2. They destroy local communities.

3. They depress farm prices.

4. They will eventually attain a monopoly in distribution

if not checked.

5. They limit the opportunity for the young man of to-

morrow.

Typical of the fallacies which characterized his whole argu-

ment and which seemed at times to strain the patience of the

committee was his contention that as 53 per cent of the banks
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had failed between 1921 and 1933, and as that was the period

in which the chain stores had their greatest growth, the chain-

store system must have been responsible for the bank failures!

Similarly he argued that as the farmer got a smaller share

of the consumer's dollar than he did twenty years earlier,

before the chain stores became an important factor in dis-

tribution, the chain stores must be responsible for the farmer's

ills. He estimated that total farm income would have been

$3,000,000,000 a year greater if there were no chain stores!

He also blamed the depression and unemployment on chain

stores and, in answer to a question, insisted that if his bill be-

came a law, we would have national prosperity within a year

or two years!

Of course the committee did not allow these and other

wild statements to go unchallenged. They wanted to know,
for instance, whether he really believed the chains were solely

responsible for the appalling succession of bank failures be-

tween 1921 and 1933, for the economic changes in our com-
munity life, for the depression and the decline in farm income.

Was it not true that bank failures were greatest in areas where
chain stores were fewest? Hadn't good roads and the de-

velopment of the automobile been chiefly responsible for

the changes which had overcome the smaller communities?

Would not retail business have gravitated to the larger towns

and cities, because of good roads and automobiles, even if we
had no chain stores? Didn't the war have something to do
with the depression?

While Mr. Patman stood by his original statements as long

as he could, he was finally forced to admit that many other

factors might have been responsible for the results he attrib-

uted entirely to chain stores, and to content himself with the

consoling observation that the chain stores had been a con-

tributing factor also.

The contention that the chains depress farm prices led

Congressman Knutson to put into the record a letter he had

received from the dairy farmers in Minnesota. It said they
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were marketing some 20,000,000 pounds of butter through

chain stores, were receiving a premium price for it, that they

had been doing business with chains for twenty years or more,

and that the chains not only provide a ready market but, be-

cause of their economies, reduce the spread between producer

and consumer. Subsequently, similar testimony was offered

by numerous witnesses representing almost every branch of

agriculture.

But perhaps the most killing blow suffered by the sup-

porters of the bill in the early days of the hearing was a letter

received from Secretary of Agriculture Wallace. The com-

mittee had asked him for his official viewpoint regarding the

Patman bill.

Secretary Wallace condemned the bill in no uncertain

terms. "In our opinion," he said, "sound public policy requires

that we promote efficient methods of marketing and distribu-

tion rather than discourage or prevent them by taxes such as

those provided in this bill."

The Secretary did go on to say that his department was not

"insensible to the dangers associated with the growth of

larger corporations, whether they are engaged in the handling

of food or in any other kind of business," and that some chains

are so large that "their methods and practices need some regu-

lation to prevent the misuse of bargaining power and to

enforce fair methods of competition." But he pointed out that

"it should be possible to provide suitable regulations which
will prevent abuses and dishonest practices by chain stores"

and that the department "would be in favor of any such

regulations."

"However," he concluded, "we think it would be unwise

and unnecessary to give up the economies which have been
brought about by chain-store distribution in order to pre-

vent certain practices which may not be in the public in-

terest."

Altogether some twenty witnesses appeared in favor of the

bill. They occupied eleven full sessions, or 22 hours in all. The
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larger part of their burden was carried by Mr. Patman him-

self, ex-Governor Theodore H. Christianson, president of the

Freedom of Opportunity Foundation and public relations di-

rector for the National Association of Retail Drug Stores;

George Schulte, publisher of Interstate Merchant, St. Louis;

Gerrit Vander Hooning, president, National Association of

Retail Grocers;
J.

H. McLaurin, president, United States

Wholesale Grocers Association; Rowland Jones, Jr., Wash-
ington representative of the National Association Retail

Druggists; Rivers Peterson, Indianapolis, managing director

of the National Retail Hardware Association; and Frank G.

Stewart, vice president of Freedom of Opportunity Founda-

tion and president of Motor Equipment Wholesalers Associa-

tion.

The only other witnesses consisted of a couple of manu-

facturers of work clothes who sold their output to wholesalers

exclusively, a small-town banker who organized the Inde-

pendent Bankers Association to fight against branch banking,

a lawyer, and organizer of a Louisiana Farmers Protective

Union, consisting of strawberry growers, and five Congress-

men.

The significant fact about this list is that it consisted almost

entirely of wholesalers and retailers, or their association

spokesmen—all interested witnesses who admittedly expected

to fall heir to the business then being done by the chains if the

chains were eliminated from the picture. That these witnesses

favored the bill was not the least bit surprising. Particularly

noteworthy is the fact that the list included no spokesman for

the public interest, despite Mr. Patman's far-reaching claims

that the very future of the nation depended on its passage.

The fact that this measure was able to command support

at the hearing of no representative labor group, no representa-

tive consumer group, no representative newspaper group, no

representative real-estate group, no representative manufac-

turing group, could hardly have been overlooked by the com-

mittee. Nothing better illustrates the real character and pur-
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pose of legislation of this kind than the Hne-up of those who
appear in favor of it—and against it.

Ex-Gov. Christianson confined his argument in favor of the

bill to a single point—the danger of monopoly. He reviewed

the growth of some of the chains via the merger process in the

late '20's and suggested that if the formula were continued

indefinitely we would eventually have a single chain in each

field.

Existing anti-monopoly laws did not provide adequate pro-

tection against this threat, he contended, because they could

be invoked only against actual monopolies—not against mo-
nopoly in the making. The only effective way to prevent a

potential monopoly from developing into an actual monopoly,

he pointed out, was by legislation imposing a tax heavy

enough to make further growth unprofitable.

When he said that it was not so much the present position

of the chains that he feared but the potential danger inherent

in their further expansion, Congressman Knutson put a ques-

tion which was to be asked thereafter of every witness who
appeared for the bill: "Would you be satisfied with legisla-

tion to freeze the present situation?"

Gov. Christianson thought that would be adequate, but

when Chairman McCormack pursued the point and asked to

whom the freezing process should be applied—the man with

only a few stores now as well as to the man with hundreds or

thousands of stores, the suggested remedy did not appear so

simple.

Finally, however, the witness suggested that all expansion

should be prohibited except by the man with less than 50

stores and he should be permitted to grow only to that extent.

The witness also expressed the view that future expansion

within the suggested limitation should be confined to one

State or at least to a reasonable area. He doubted that these

results could be achieved by any type of legislation other than

a tax.

The chief witness in favor of the bill was George Schulte, of
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St. Louis, publisher of Interstate Merchant, a weekly grocery

paper, which for the previous fifteen years had devoted most

of its space to a continuous and vituperative attack on the

chain stores.

Mr. Schulte's contribution, which took the best part of three

sessions, was devoted largely to an attempt to prove the

obviously contradictory proposition that while chain stores

allegedly paid lower wages than independents, employed

fewer people, acquired their merchandise cheaper, paid less

taxes, made fewer contributions to local charities and other

activities, extended no credit and made no deliveries, their

operating costs were nevertheless higher than the combined

operating costs of wholesaler and retailer, and their prices to

the consumer were higher too.

Just why the independent merchant was being driven out

of business by the chains if he actually sold for less and gave

credit and made deliveries in the bargain, Mr. Schulte failed

to make clear.

Nor was it apparent from Mr. Schulte's argument why any

special tax to check chain-store growth was needed if, be-

cause of their higher operating costs, the chains were com-

pelled to charge the consumer more and yet give less in the

way of service.

Mr. Schulte repeated Mr. Patman's statistics showing that

53 per cent of the banks failed between 1921 and 1933, and

when he was asked by Chairman McCormack what inference

he drew from the figures he quoted, he replied: "The decrease

in the number of banks is due to the decrease in the volume of

independent business."

But when Congressman Boehne pressed the point and
wanted to know whether the witness contended that the

growth of chain stores was responsible for the bank failures,

he admitted that chain stores were "not entirely responsible."

The admission led the Congressman to remark that, of course,

there were many other factors to account for bank failures

during the period in question. Chairman McCormack indi-
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cated what the principal reason was when he asked Mr.

Schulte if he had read the report of the Comptroller of the

Currency on the main cause of the failure of banks. When the

witness said he had not read the report, he was informed that

"the main reason was poor management."

Mr. Schulte devoted a lot of time to fragments of the volu-

minous reports of the Federal Trade Commission in connec-

tion with its six-year investigation of chain stores. Naturally he

picked out whatever he could find that tended to back up his

claims of chain-store shortcomings. But the effect of all his

testimony regarding the F.T.C. study was completely negated

when Congressman Crowther read into the record the follow-

ing paragraph from the Commission's final report on its in-

vestigation:

"To tax out of existence the advantages of chain stores

over competitors is to tax out of existence the advantages

which the consuming public have found in patronizing them
with a consequent addition to the cost of living for that sec-

tion of the public. That portion of the public which is able

to pay cash and is willing to forego delivery service in re-

turn for the advantage of lower prices will be deprived of

that privilege, generally speaking, although there are excep-

tions both ways."

Mr. Schulte made the usual claim that chain stores were

guilty of giving customers short weight. He introduced into

the record the fact that in 1935 a number of chain-store man-
agers in the city of Washington had been found guilty of

giving short weight on chickens purchased by inspectors of

the Department of Weights and Measures. But again the

effect of the testimony was badly shattered when Congress-

man Knutson put into the record an official report he had just

received showing that during the past three years in the

District of Columbia 67 short-weight cases had been found in

grocery and meat stores, and that of these 65 were found in

independent stores and only two in chain stores.

Mr. Schulte's presentation, as a whole, was characterized
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by the trade magazine Tide as "a jungle of contradictions."

Gerrit Vander Hooning, president of the National Associa-

tion of Retail Grocers, insisted that his principal objection to

chain stores was based on their power to exact lower prices

from producers, on the one hand, and to engage in "loss-

leader" merchandising, on the other.

But when he was subjected to questioning by the commit-

tee, he frankly admitted that independent grocers use "loss

leaders" also, that the consumer is mainly interested in getting

the most for the money and that if the trend were toward

consumer cooperatives, then neither the chain nor the inde-

pendent merchant would be entitled to protection.

Asked whether he would approve of legislation "that would

undertake to freeze the present set-up," he replied that it

would be a step in the right direction—but a man with the

ambition to open a number of stores should not be stopped,

nor should his operation of stores be confined to a single State,

and that he would prefer to see the abuses in chain-store

operation eliminated rather than the chain stores themselves.

When the witness insisted that his main fear was the effect of

chain-store growth on the farmer. Chairman McCormack put

into the record a letter received from Secretary of Agriculture

Wallace, to which reference has already been made.

J.
H. McLaurin, president of the United States Wholesale

Grocers Association, the organization which had been mainly

responsible for the passage of the Robinson-Patman Act, and

which had always worked aggressively for the elimination of

chain-store competition, emphasized the action the courts had

taken in the case of the packers twenty years before.

In that case, he pointed out, the Federal Government had
curbed the growing power of the big meat packers by frustrat-

ing their plan to operate retail grocery and meat stores and

prohibited them from processing, wholesaling or retailing any

food product not connected with packing house commodities.

That result had been achieved by a consent decree.
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Why, he asked, shouldn't the big grocery chains be checked

as the packers were checked? And then he answered his own
question thus:

"The reason that we come to Congress for relief and not

to the courts, as in the case of the packers, is that we have

no evidence of conspiracy or combination among the inter-

state chain-store systems, such as existed among the Big

Five meat packers."

The statement of Rowland Jones, Jr., then Washington rep-

resentative of the National Association of Retail Druggists,

who appeared for the bill, is particularly interesting not so

much for what he said as for the fact that only eight years

later he was to be elected president of the American Retail

Federation—the organization which the chains had at one

time been accused of dominating.

Mr. Jones devoted himself mainly to the social aspects of

the issue before the committee. He struck a new note when he

elaborated on his claim that the horse-and-buggy era repre-

sented "the nearest thing to Utopia ever achieved."

Chairman McCormack took issue with his implication that

the chain stores were responsible for the changes in our eco-

nomic and social life which had followed the transition from

"the horse-and-buggy days" to our present streamlined mode
of living. On the contrary, he pointed out, the social changes

of the previous 30 years had been due largely to the introduc-

tion of good roads and the wider use of automobiles, improve-

ments in transportation and communications generally and
many other achievements of science and industry. The "self-

contained community," he intimated, was doomed with the

passing of the "horse and buggy" as the principal means of

transportation.

Rivers Peterson, managing director of the National Retail

Hardware Association, argued principally against the greater

buying power of the big chains which enabled them, he
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claimed, to exact lower prices from their suppliers than other

distributors enjoyed. He had little hope that the Robinson-

Patman Act would correct the situation. He af tributed the

decline in the number of independent hardware stores to the

competition of the mail-order chain stores, the vi riety chains,

automotive supply chains, and even the grocery chains, which

in some cases were handling aluminum ware.

But various members of the committee raised the point that

chain-store competition was only one of the factors responsible

for the decline of the independent hardware store. They men-

tioned the slump in the building trades. "The slump in build-

ing during the past ten years," said Congressman Dingell, "is

responsible for 40 per cent of our unemployment directly and

probably another 30 per cent indirectly. With such a slump in

building activity, wouldn't carpenters and artisans naturally

buy less hardware and tools, and is that not the real reason for

the passing of so many hardware stores in recent years?"

Mr. Peterson conceded that that was undoubtedly a factor

but insisted that, because of the chains, the independents got

less of the business that remained.

Chairman McCormack reminded the witness, too, that the

depression was likewise a factor in the decline in the number
of hardware stores, and inefficiency in management. And, re-

ferring to the testimony of Rowland Jones, he went on to say:

"The other day one gentleman made a very powerful argu-

ment about the self-contained community and community
life decades ago. And it was a very beautiful picture. I en-

joyed listening to it. As I was listening to it, the thought ran

through my mind that the first flight of the airplane was
only in 1906 and for about ten seconds. And there have been
such inventions as the telephone and wireless, the radio and
other improvements in means of communication and trans-

portation. You cannot have all that and have the community
life of 50 years ago.". . . We have got to have a self-con-

tained community life, as much as possible, consistent with
those changes. Either that, or we have got to say to the hu-

man mind, *You can t invent,' which, of course we cannot do
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and would not want to do. In other words, from these im-

provements have come great benefits, but there have also

arisen problems."

Five Congressmen appeared in favor of the bill. In view of

the fact that more than 70 had joined Mr. Patman as co-

sponsors of the bill when it had been originally introduced

in 1938, a greater turn-out than five might have been ex-

pected. Even though some of the co-sponsors of 1938 had lost

their seats, what about the rest of them? Could it have been

that the widespread opposition the bill had developed in the

two years prior to the hearing had caused most of the sponsors

to change their minds about it?

On April 10, 1940, those who were opposed to the bill

started to tell their story. Before they were through, a month

later, more than 150 of them had had their say. Among them

they included representatives of almost every important eco-

nomic and social group which comprised the nation's frame-

work—agriculture, manufacturers, organized labor, marketing

authorities, consumers, and, of course, the chains themselves.

Although only ten chain-store operators appeared as wit-

nesses, the reason for not having more was more or less obvi-

ous—the time available could be put to more effective use by

presenting the testimony of others who were not interested so

directly as the chains in the defeat of the bill. Then, too, the

story told by the chain-store men who did appear would

merely have been re-told over and over again had more of

them made an appearance.

The chain-store men who did appear included Charles F.

Adams, First National Stores; Thomas N. Beavers, Peoples

Drug Stores; Ralph F. Burkard, First National Stores; Lewis

W. Cole, Steiden Stores, Louisville; Rilea W. Doe, Safeway

Stores; Earl R. French, Atlantic Commission Co.; W. T. Grant,

W. T. Grant Co.; Van H. Priest, Van H. Priest Co., Madison,

Fla.; Earl C. Sams,
J.

C. Penney Company; and Lingan A.

Warren, Safeway Stores.

The first witness in opposition was Earl C. Sams, presi-
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dent of the
J.

C. Penney Company. He told the inspiring story

of that company's outstanding growth, from microscopic be-

ginnings in 1902 to 1,554 stores in 1939, with stores in 48

states, 30,000 employes and sales that year of $282,000,000.

He then gave five main reasons for his opposition to the bill,

as follows:

"1. It would destroy the Penney company or any other

similar company.
"2. It would destroy the finest field of opportunity that has

ever existed in retailing for the young ambitious man born

without family means.
"3. It would add to the cost of living for every American

family of limited means and would lower the American stand-

ard of living.

"4. It would deal a staggering blow to the entire economic

life of this country and would be especially destructive of

the smaller cities and towns for the benefit of the larger

cities.

"5. It would hurt and tax this entire nation for the protec-

tion and emichment of a small minority group of self-inter-

ested middlemen and of another small minority group of ill-

advised marginal retailers."

Mr. Sams proceeded to support each of these propositions

with a wealth of facts which seemed to be well received by

the committee.

Taking up the plight of small communities and the familiar

charge that chain-store growth was responsible for it, Mr.

Sams said:

"If the national chains were wiped out, it would remove the

most substantial bulwark which these small trading centers

have against the pull of the big cities. It has been said that

chain stores were ruining the smaller communities. Chain
stores didn't ruin them. The automobile and the good roads

naturally caused the people to turn to larger centers to do
their trading. No law, no human mandate can breathe life

back in the very small trading center which formerly sup-

ported a couple of general stores. Those stores existed only
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because without automobiles or good roads the customer

couldn't get to the city. Because of horse-and-buggy transpor-

tation and because of mud roads the customer bought what
the general store offered at its own prices or she ordered by
mail/'

Pointing out that, between 1920 and 1939, hard surface

roads increased from 350,000 miles to 1,100,000 and the num-
ber of registered automobiles increased from 8,255,000 to 26,-

250,000, he said that the chain stores had served as a check on

the drying up of towns and small cities in the face of these two

factors. That had been achieved because "the national chains

have brought to these small centers the same values, the same

reliable merchandise and the same prices, the same crisp new
styles, and the same modern stores that were available in the

bigger cities. And the customers know it."

Regarding the suggestion which had been made to "freeze"

the existing situation, Mr. Sams said it would be wrong be-

cause it would deprive many sections of the country of the

services that chains had not yet brought to them.

At the conclusion of his testimony, Mr. Sams offered for

the record a printed study called Keep Market Street Open,^^

which had been prepared as of March, 1940, and was pre-

sented for the chains as a group in opposition to the bill under

consideration.

The brief was replete with statistics and facts to refute all

the claims made by Congressman Patman, Gov. Christianson

and George Schulte and to establish affirmatively that:

1. Chain stores raise the scale of living.

2. Chain stores keep business and purchasing power in

the towns.

3. They were the product of local enterprise.

4. The ownership of chain-store stocks is widely dispersed.

5. Chain headquarters are distributed all over the nation.

6. Chains have no interlocking directorates.

7. Chain stores pay better wages.

"Hearing Record, op. cit., pp. 602-671.
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8. Employes stay with chain stores.

9. Chain stores bring capital into town.

10. Chain stores pay higher rents.

11. Chain stores widen markets and improve farm income.

12. Chain stores invest in community welfare.

13. Chain stores set high standards for all retailing.

14. Chain stores respond to disaster needs.

15. They pay more taxes.

16. They are a minor factor in the toll of retail mortality.

17. They improve the young man's opportunity.

18. They enlarge the opportunities for competitors.

19. They offer equality of opportunity to consumers.

The brief provided a fitting background for the personal

testimony of the witnesses to follow. They included 53 spokes-

men for the farm interests; 56 for manufacturers and proces-

sors; eight for organized labor; six for real estate interests;

seven for consumer organizations; three economists; fifteen for

various miscellaneous interests; and ten chain-store oper-

ators.

Summarizing the reasons given by each of these interests for

their opposition to the bill, consider first the farmer's view-

point.

In addition to the condemnation of the measure by the

Secretary of Agriculture, referred to earlier, the three leading

national farm organizations—the American Farm Bureau Fed-

eration, the National Grange and the National Council of

Farm Cooperatives—all came out unequivocally against the

bill. Other farm representatives speaking for hundreds of

thousands of producers and processors in individual branches

of agriculture joined their national leaders in condemning the

bill for the following reasons

:

1. The charge that the large food chains use their great

buying power to depress farm prices, as so frequently charged

by Mr. Patman, was false.

2. No type of distribution available to the farmer was more

valuable than the chain store under normal conditions and,
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under abnormal conditions, such as arise from surplus crops or

natural catastrophes, the cooperation of the chains was vital

to the farmer.

3. The farmer valued the chain-store system not only be-

cause it enabled him to sell his products to better advantage

but because it enabled him to satisfy his own requirements

more economically.

4. The farmer realized that his own welfare depended upon

lowering the cost of distribution and he was convinced that

the chain-store system provided one of the best means to-

wards that end.

What did Mr. Patmari have to say about all that? After

sitting in the committee room day after day for a month and

hearing the farmers declare their unqualified faith in chain

stores and their dependence upon the chain store system, what

did he say when he summed up the case in behalf of his bill?

He still insisted that the chains depress farm prices, con-

tending that nobody had answered the charges he had made
to that eflFect on the opening day of the hearing. He com-

pletely overlooked the devastating answer given by Edward
A. O'Neal, president of the American Farm Bureau Federa-

tion.^^ For die express purpose of getting an oflBcial explana-

tion of why in 1913 the farmer received 53 per cent of the

consumer's dollar, but in 1939 only 40.5 per cent, he had
written the Secretary of Agriculture on April 4 asking whether

it "was the result of chain-store operation." He had put the

Secretary's answer in the record. After referring to the many
factors affecting the spread between farmers' and consumer

prices, the Secretary had concluded:

"It is impossible to place any statistical reliance upon a con-

clusion based upon these trends in marketing changes and
chain store growth. These comparisons merely denote con-

temporary developments and do not demonstrate cause and

effect." In other words, just because two things happen at the

same time, one is not necessarily the result of the other.

"7M.,p. 776.
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As in the case of so many of Mr. Patman's other contentions,

the statistics he used, correct in themselves, provided no basis

whatever for the conclusions he blithely drew from them. The
fact that 53 per cent of the banks failed between 1921 and

1933, which was also the period of greatest chain-store

growth, was proof enough for him that the chains were

responsible for the bank failures. The fact that in some cities

where the chains do more than 50 per cent of the grocery

business the cost of living is higher than in some cities where
the independents do more than 50 per cent of the grocery

business, was proof enough for him that the chains were re-

sponsible for the higher cost of living in the case of the cities

he selected. Because the farmer's share of the consumer's food

dollar declined between 1913 and 1939, chain-store growth

during that period was the culprit! Little wonder that Con-

gressman Knutson at one stage of the hearing lost his temper

enough to exclaim to Mr. Patman:

. . . "The way you answered Dr. Crowther convinces me
that you questioned the fact that this committee had ordinary

intelligence."

The attitude of organized labor was revealed by a number
of outstanding union leaders, although the American Federa-

tion of Labor had taken no oflScial position on the bill.

According to Patrick E. Gorman, president of the Amalga-

mated Meat Cutters and Butcher Workers, A.F. of L., with a

membership of 120,000, and other union spokesmen, organ-

ized labor's opposition was based on the following key points

:

1. Chain stores are easier for organized labor to work with

than independent merchants.

2. Chain stores pay higher wages for comparable work

than independents, and chain-store hours are shorter.

3. Union members are consumers as well as workers. Chain

stores make for lower living costs.

4. The elimination of chain stores would be a step in the

direction of a return to "cottage industry" which would mean
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more proprietors but fewer employers—hence fewer employes.

5. Special taxes against multiple stores are a direct threat

against the unions themselves since "the largest operator of

the chain-unit system in the world is organized labor itself."

Although A.F. of L. had taken no official position on the

bill, State federations, with a combined membership of well

over 1,000,000, filed resolutions with the committee con-

demning it. The states in question were Alabama, Florida,

Georgia, Iowa, Kansas, Kentucky, Louisiana, Michigan, New
Jersey, Pennsylvania and Texas.

The viewpoint of real-estate men and property owners

was presented by Walter S. Schmidt, past president of the

National Association of Real Estate Boards, who appeared as

spokesman for that organization. Also representing the asso-

ciation was Frank S. Slosson, who also spoke for the National

Association of Building Owners and Managers, of which he

was a past president.

Real-estate interests opposed the bill mainly for the follow-

ing reasons:

1. Chain stores make the most desirable tenants of business

property.

2. The future of the better business districts in many cities

is threatened by the trend towards decentralization. The
elimination of chain stores would accelerate that trend to the

detriment of real-estate values and would reduce the tax

revenue from business properties on which cities largely de-

pend.

3. Chain stores set the pace in store modernization and
enhance the drawing power of the trading area to the ad-

vantage of the whole community.

4. Banks, trust companies, insurance companies, colleges

and charitable institutions have large investments in mort-

gages on properties occupied by chains. Such investments

would be seriously endangered if the chains were compelled

to abandon such locations.
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5. Chain stores contribute to the stabihty of community hf

e

beyond the business area. Their ehmination would hurt resi-

dential real estate as well as business property.

More than 50 witnesses appeared to express the viewpoint

of manufacturers and processors, either as individuals or as

spokesmen for manufacturer's associations, or both.

Many of the witnesses distributed only part of their output

through the chains, the remainder going to the wholesaler or

direct to the independent retailer. Even in the case of those

who sold all their output to the chains, or the major part of

it, earlier experiences with other channels of distribution were

almost invariably reported. Thus, in almost every instance,

whatever they said was based on actual experience with both

types of distribution.

They opposed the bill for the following main reasons:

1. Selling through the chains cuts selling costs substantially.

2. It cuts production costs, too, not only because of quantity

purchases but because the orders are placed so as to permit

of uninterrupted production schedules, which is particularly

valuable in the case of seasonable merchandise.

3. It eliminates collection costs and credit losses.

4. It reduces the risk of inventory losses because merchan-

dise is produced only on firm orders.

5. It requires less working capital because of the prompt

payment of invoices on short terms.

6. It reduces labor turnover by making for steadier employ-

ment.

7. It increases the "rear wages of workers because the

chains' lower prices reduce the cost of living.

8. It makes possible the production of many items which

could not be marketed at all through less efficient channels.

9. It offers manufacturers the benefit of the skill, experience

and information of keen buyers who are in direct contact with

the consuming public, as compared with the indirect contact

of the wholesaler.

10. It offers manufacturers an opportunity to test new
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items quickly and economically in various parts of the country

through the retail laboratories represented by the units of the

interstate chains.

11. It enables manufacturers to reduce the price of their

products to all the channels through which they sell.

12. It increases the total volume of production because

lower retail prices mean enlarged consumer buying power.

They also emphasized the social havoc which would result

from the elimination of the large interstate chains. Many of

the factories and mills supplying them provided the principal

payroll in the communities in which they were located. Many
of them were so geared to mass production for mass distribu-

tion that other channels of distribution would not suflSce to

keep them in operation.

How would the public interest be affected by the passage

of the proposed bill?

Members of the committee had repeatedly asked the ques-

tion. Mr. Patman had agreed that that was the real issue in-

volved.

The viewpoint of the consumer was presented by six women
—all outstanding figures in women's organizations and rec-

ognized authorities on consumer problems. They were Mrs.

Ernest W. Howard, department chairman of legislation, Dis-

trict of Columbia Federation of Women's Clubs; Mrs. Mary D.

Learned, chairman of the Massachusetts Committee on Con-

sumer Legislation; Mrs. Harriet R. Howe, representing the

American Home Economics Association; Mrs. Gustav Ket-

terer, chairman, Philadelphia Consumers Advisory Council;

Dr. Caroline F. Ware, chairman of social studies, American

Association of University Women; and Mrs. Andrew
J.

Noe,

former president, New York City Federation of Women's
Clubs.

All of them opposed the bill, Mrs. Howard characterizing

it as "the most vicious, inhuman bill ever to come before

Congress."

The main point these witnesses stressed was that the eco-
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nomies oflFered by the chain-store system of distribution were

of supreme economic and social importance to people of

limited income—in which category they placed two-thirds of

all the families in the country.

"Women today know," declared Mrs. Howard, "how acute

is the present problem of providing food, clothing and shelter

for themselves, their husbands and their children out of their

present income. When food prices rise, it is not a question of

paying more for the same food, but simply this, they do not

have ihe money with which to pay—therefore they must buy

less and eat less and pay the doctor more."

That an excise tax on chain stores would be paid by the

customers of the stores was obvious, according to Mrs.

Learned, "for how else does a storekeeper get the money to

pay taxes?" That prices would be raised in independent stores

as well as in chain stores was likewise pointed out by Mrs.

Learned. "I, as a consumer, say," she declared, "that it is just

human nature that if you raise prices by taxation in one kind

of store, then these untaxed stores will raise their prices too."

Dr. Ware's presentation was a notable contribution. Among
the reasons she gave for the opposition of her organization,

which was composed of 67,000 university women aflBliated

with 870 branches, were the following:

1. The bill proposes a punitive tax on agencies of distribu-

tion which serve the consumer well.

2. It is special-interest legislation to support a particular

business group, regardless of the service which that group

renders to the consuming public.

3. It is based on a misconception of the nature of the mod-
em American economy and, in the presence of this modern
economy, constitutes a threat to American democratic insti-

tutions.

Four outstanding marketing authorities appeared in op-

position to the bill and supported their attitude with extensive

and carefully prepared arguments.

Daniel Bloomfield, manager of the Retail Trade Board of
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the Boston Chamber of Commerce for seventeen years; Mal-

colm P. McNair, professor of marketing, Graduate School of

Business Administration, Harvard University, and for many
years director of the Harvard Bureau of Business Research;

Joseph M. Klamon, associate professor of commerce, Wash-

ington University, St. Louis; and Roland S. Vaile, professor

of economics and marketing. University of Minnesota, and

editor-in-chief of the Journal of Marketing, constituted the

group.

These men spoke as individuals, but they quoted freely

from the studies made by other marketing authorities. If their

attitude was not representative of the general feeling in their

specialized field, it was not revealed at the hearing.

On the question of monopoly in retaiUng all were firm in

the opinion that it was out of the question.

Asked by Representative Crowther whether he thought it

was "within the realm of possibility that three or four, or

even half a dozen of these corporate chains might within a

reasonable time get complete control of distribution and

price control of food products," Dr. Vaile replied:

*1 think that it is entirely impossible, and I am supported

in that by every member of the editorial board of the Jour-

nal of Marketing. When I found I could appear before this

committee, I wrote to the editorial board of the Journal of
Marketing, seven of whom are teachers of marketing in the

leading universities, ^ve of whom are in marketing research

lines, private lines, and two of whom are in retail stores, and
all of them replied to that question that there was no danger
of monopolistic control by chain stores."

At the conclusion of the evidence in opposition to the bill.

Congressman Patman was given two days for rebuttal, al-

though that admittedly was a concession to him not usually

accorded at hearings before committees.

The time thus alloted was divided among the three men
who had carried most of the burden of supporting it in the

first place—Congressman Patman, himself, Gov. Christianson
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and George Schulte. Their concluding arguments consisted

mainly of a reiteration of the claims made in their original

statements.

The chains were given two days for rebuttal, too, but only

one was needed. The task was assigned to Ralph F. Burkard,

controller, First National Stores. He did a masterful job. He
showed how the evidence offered in opposition to the bill

effectively refuted all the claims that had been made in its

behalf.

The day following the closing of the hearing, Hon. Robert

L. Doughton, chairman of the Ways and Means Committee,

announced that, in answer to its request, the Department of

Commerce had appraised the proposed legislation and had

unqualifiedly condemned it.

The reasons given by Acting Secretary of Commerce Ed-

ward
J.

Noble^^ for the position he took with respect to the

Patman bill were:

1. It proposes the most extreme use yet suggested for the

taxing power, not to raise revenue, not as an incentive, not

as a regulator but to prohibit interstate business.

2. It would add a most vicious barrier to interstate trade of

a legitimate character.

3. It would raise the cost and thereby lower the standard

of living of the consumers with the lowest incomes.

4. It is designed to destroy the business and the livelihood

of investors and their employes who have promoted short cuts

in distribution, without reference to their having engaged in

any unfair or oppressive practice.

5. It is fallaciously supposed to increase employment,

whereas at best it would merely shift employment from one

class of establishments to an older and apparently less efficient

type, resulting probably in less continuity and lower stand-

ards of employment.

6. It prevents mass production from yielding its greatest

benefit dirough mass distribution on a national scale.

" Chain Store Age, June, 1940.
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That the Secretary of Commerce was not unmindful of the

competitive phght of the small independent merchant was
revealed in the following observations:

"The Department recognizes the severe competitive pres-

sure on smaU independent merchants resulting from the

growth of mass distribution with multiple outlets under one
ownership and management. Business mortahties and unem-
ployment resulting from increased efficiencies and lowered
cost of distribution in competitive enterprises create social

problems which are the just concern of government but
whose solution does not lie in legislation penalizing efficiency.

"Failures due to unfair competition can find relief in laws
aheady on the statute books prohibiting discriminatory sell-

ing practices, misleading advertising and other unethical

methods of doing business . . . The primary public interest

is served only when our distributing machinery operates at

lowest cost, thereby bringing to the producer a larger share

of the consumer's dollar, besides making that dollar go fur-

ther than it does now. The displacements of labor and obso-

lescence of capital that are caused by new methods of distri-

bution are on a par with all other problems of unemployment
caused by technological advance."

The most significant and decisive fact about the hearing

was not the high caliber of the numerous witnesses who ap-

peared against the bill, the broad scope of the interests they

represented and the convincing character of their testimony,

but the failure of a single witness of the same caliber to appear

in favor of it. Conceding that the chains were far better

equipped financially to marshall their forces against the bill

than their opponents were to support it, why was it that

spokesmen for the farmer, for labor, for manufacturers and
for consumers did not come forward of their own accord to

support the bill if it really meant as much to them and their

welfare as Mr. Patman contended?

Undoubtedly that is the way the committee must have sized

up the case. On June 17, Chairman McCormack announced
that his sub-committee had voted not to report the bill favor-



276 CHAIN STORES IN AMERICA

ably either in its original form or with the amendment which
had been submitted designed to "freeze" the chains at their

existing size and locations. The effect of that decision was to

kill the Patman bill forever, for, as Representative McCor-
mack pointed out, if there were danger of monopoly in the

chain-store field, the proper way to avert it would be by regu-

latory legislation rather than by punitive taxation.

Thus the chain-store "Death Sentence" bill suffered the

death sentence itself. But although the bill itself was dead, the

benefits the chains had gained from the public hearing were

to live and multiply for many years to come.

Never before had the economic and social value of the

chain-store system of distribution been so effectively demon-
strated. On the other hand, the chains had been reminded of

the shortcomings of the system too.

The elimination of the Patman bill marked a definite end

to the period of struggle which had started some fifteen years

earlier when the rapidity of chain-store expansion had awak-

ened widespread concern among wholesalers and independ-

ent retailers. It opened the way for a new era in which the

chains, freed from the need of defending themselves against

efforts to put them out of business or to saddle discriminatory

taxes on them, could devote their attention to doing a better

job of retailing, assuming a greater share of their civic re-

sponsibilities in the cities in which their stores were located,

and improving the working conditions and security of their

employees.

To what extent the chains were able to fortify their posi-

tion as an important economic and social feature of our

national set-up in the years which followed forms the subject

matter of Part III—the period of chain-store maturity.
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CHAPTER XIII

THE CHAINS AND

THE COMMUNITY

One of the inherent differences between independent

stores and chain stores is that whereas the former are typically

home-owned, the latter are typically absentee-owned.

Critics of the chain-store system have always made a great

point of that difference, but they built it up far beyond its

actual significance. A chain which operated in a number of

communities obviously could not have the same natural ties

to each of them as the local merchant would have to his own
community—the place where probably he was born and

brought up, where he and his family knew everybody and in

which he had developed a lifelong sentimental interest quite

apart from his business interest. The result was, it was con-

tended, that whereas the local merchant was part and parcel

of his community, the chain store was merely in it and not

of it

To a large extent, of course, that was true, but how sig-

nificant it was is another matter. Conceding that the chains

had no sentimental interest in any of the communities in

which their stores were located, it would not necessarily fol-

low that they could not contribute as much to the com-

munity's welfare as the local merchant, or considerably more,

provided other reasons impelled them to such a course.

And, as a matter of fact, as will be shown in this chapter,

that is exactly what happened. Although in the early days of

their development and throughout the period of their active

expansion they were so engrossed in their immediate prob-

279
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lems that they gave Httle or no thought to their community

responsibihties, later on they awoke to the reahties of the

situation. Today they are not merely holding up their end in

the community but they are supplying a brand of leadership

which only exceptional independent merchants can match.

If we analyse die basis of a merchant's interest in his com-

munity, we find that it is made up of three elements: ( 1 ) local

pride; ( 2 ) self-interest; and ( 3 ) social duty.

As a general proposition, a man is more interested in his

home town than in any other community. Certainly if he

sticks to his home town and establishes a business there, he

may be expected to have a greater interest in that com-

munity than in any other place on earth.

Such an interest is based primarily on sentiment. It is the

same kind of sentiment that led Scott to ask: "Breathes there

a man with soul so dead. Who never to himself has said:

'This is my own, my native land!'

"

In the case of the country at large, we call it national pride

or patriotism. In the case of a community, we call it local

pride. But it is the same thing.

In addition to this sentimental tie, a merchant has also a

material stake in the welfare of the community. If it prospers

his business may be expected to prosper too. If it fails to keep

pace with the times, his business must expect to suffer.

Then, too, in many cases the local merchant has relatives

and friends who are also engaged in business or professional

activities in the home town. Their welfare, too, depends upon
the progress of the community. His natural interest in the

welfare of his family and friends thus gives the local merchant

an additional stake in the community's progress.

Finally, the home merchant's community interest is stimu-

lated to a greater or lesser degree by his sense of social obliga-

tion—the feeling we all have to do our part or hold up our

end in connection with undertakings from which we derive a

benefit.

In the case of the chain stores, of course, the sentimental
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interest in the communities in which they are located is lack-

ing. If the chains have any reason for participating in com-

munity activities, therefore, it must be found in the other two

factors—seK-interest, on the one hand, and the sense of social

obligation, on the other.

From the standpoint of self-interest, the chains have at least

as much at stake in the community as any other merchant, and

more than most of them. For if the chain operates more than

one unit in the town, its interest will be proportionately

greater than that of the merchant who has only one store. So

far as self-interest is concerned, therefore, a chain store op-

erated by an absentee-owner might be expected to take as

much interest in the community's welfare as an independent

store.

The same thing applies to the remaining factor—social duty.

Some people are undoubtedly influenced by their moral

obligations to a greater degree than others. Some always do

their part. Others never do. If a merchant is under a moral

obligation to support community activities because he de-

rives benefit from community development, that obligation

applies to every store no matter where its owner lives.

Whether the obligation will be met depends upon the own-

er's principles rather than upon his residence.

The comparison here, however, must be made between the

independent merchant, on the one hand, and the man or men
who control the policies of the chains, on the other—not be-

tween the independent merchant and the store manager. For

the measure of the store manager's activities will depend

entirely upon the policies established at his headquarters.

This is a highly important distinction because, no matter how
civic-minded a store manager may be compared with the

average independent merchant, he will not follow his natural

inclinations unless he knows that his headquarters will

approve of whatever contribution of time or money he finds

it desirable to make. On the other hand, even though some
store managers will undoubtedly be below average in their
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own personal sense of civic responsibility, the community will

not suffer provided the company itself requires all managers

to contribute in reasonable measure.

Summing up the essential differences between independent

merchants and chain stores with respect to community spirit

and cooperation, in only one respect can a community expect

more from a local man than from a chain-store manager and

that is from the angle of sentiment or local pride. In that

respect, the chain-store system must necessarily be at a dis-

advantage, and yet the question still remains as to how im-

portant that difference is. Can it be offset in other ways?

After all, it doesn't make much difference how actively the

feeling of local pride surges in the breast of the local mer-

chant unless he is able as well as willing to heed its call—and

the statistics presented earlier in these pages show how dif-

ficult it must be for the great majority of independent mer-

chants even to make both ends meet.

On the other hand, it doesn't matter how lacking the

absentee-owner may be in this element of local pride, pro-

vided he is able and willing to do his fair share in promoting

community welfare for other reasons. In other words, what
inspires a merchant to contribute to the Community Chest,

to take an active part in Chamber of Commerce work or to

participate in similar activities is relatively unimportant. He
may do it from local pride, or because he thinks it will help

his business or just because he thinks it is the right thing to do.

So long as he does his part, the community can ask or expect

no more.

The fact is that whatever may have been the case in the

early days of chain-store development, the chains did eventu-

ally recognize their duty to the communities in which they

operated. Once they had decided that sound policy demanded
that they do their part, they took the necessary steps to

see that their store managers cooperated adequately. The fact

that the chains were both willing and able to do their part

meant far more to the communities than the natural inclina-
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tions of independent merchants who were unable to back up
their local pride effectively.

That considerations of public relations undoubtedly

prompted the chains to take this more active interest in com-

munity affairs detracts in no way from the value of the con-

tribution they are making. Perhaps in that respect lies a factor

which is lacking in the case of the independent merchant, or,

which is at least less potent with him than it is in the case of

the chains. The chains learned the value of maintaining public

relations the hard way, but they learned it. They are not apt

to forget it. Certainly one of the fundamental features of

a sound public-relations program for any absentee-owned

project is to earn and maintain the good will of the communi-

ties in which they are located.

That is something the critics of chain stores, and chain

stores themselves, overlooked in the days when the only im-

portant factor in community cooperation was assumed to be

the local pride of the home-town merchant. That community

life might benefit far more from the contributions of absentee-

owners, even though they were activated by considerations

of public relations, than by the offerings of those who were

moved solely by sentiment, was not generally realized, but it

was a fact.

Of course the part the independent merchant played in this

sphere was always exaggerated. As this author pointed out in

1932,^ when the hue and cry against the chains was at a high

point, "anybody would think, from the criticism to which the

chains have been subjected in this connection, that all in-

dependent merchants are paragons of civic virtue and that

most of our public institutions—our churches, our schools,

our concert halls, our highways, our parks, our museums, our

hospitals, our libraries and our playgrounds—reflect their

generosity. The truth of the matter is that the majority of our

independent merchants have such a hard struggle to make
both ends meet that it is out of the question for them to

' The Chain Store—Boon or Bane?, op. cit, pp. 94-96.
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contribute to community projects in any substantial way, no

matter how civic-minded they may be, and if our cities and

towns had to depend upon the financial support received from

such sources, we should have to get along without schools,

without churches, without concert halls, without highways,

without parks, without museums, without hospitals, without

libraries and without playgrounds. . . .

"What many people overlook is the fact that the where-

withal to build schools and highways and parks and play-

grounds and other public projects comes almost entirely from

taxation rather than from voluntary contributions and the

part the local merchant plays—or fails to play—in developing

his community through voluntary contributions is not nearly

so serious a matter as might be supposed."

But what has been said of the average independent mer-

chant did not apply to the chains. The average unit of a

national or sectional chain, even in 1932, was a successful

proposition and was in a position to pay its just share of what-

ever might be required in the way of voluntary contributions

towards community welfare work. As the author pointed out

at that time,^ "the duty of the foreign-owned store to con-

tribute is just as clear and just as definite as that of the locally

owned establishment. This duty arises from the fact that the

owner of a store in a community, just the same as the owner

of a home, or any other resident, must share, willy-nilly, in

the fruits of such projects and, by all standards of social

ethics, should be willing to contribute his pro-rata share of the

expense of establishing or maintaining them."

Conceding then that the chains had both the obligation and

the ability to participate in community projects, how were

they actually behaving?

One answer to that question was given by A. S. Dudley,

president of the National Association of Commercial Organi-

zation Secretaries, an organization which included in its mem-
«Ifcid,p. 98.
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bership most of the local Chambers of Commerce throughout

the country. In an address before the National Chain Store

Association in October, 1930,^ he said:

"Early in 1928 our National Association of Commercial
Organization Secretaries approached the management of

344 chains operating 25 or more stores—asked for an expres-

sion of attitude towards Chambers of Commerce. . . . Within

three months, 266 secretaries out of our active membership
of approximately 700, reported a total increase in chain-

store subscriptions amounting to $636,825.

"The organization of the National Chain Store Association

which was perfected about this time established a common
meeting ground. From the moment of your adoption of your

Code of Ethics on the 12th of October, 1928, pledging your-

selves to promote all worthy local civic enterprises and any

movements looking towards the betterment of the communi-
ties in which you engaged in business, there has been re-

ported by our members a vast increase in the financial sub-

scriptions and in the cooperative attitude of chains towards

chambers of commerce.
"In July of this year we began another survey to ascertain

the present situation. Thirty days after starting the survey,

43 per cent of the Chambers of Commerce, represented by
our membership, had filed reports. The summary shows that

594 chain stores began their financial support to Chambers
of Commerce since 1928. With but one exception, every

member of the National Chain Store Association is repre-

sented in the report.

"In comparing the actual number of dollars subscribed by
chains with those of the independent merchants, approxi-

mately two-thirds of the secretaries reporting stated that the

amounts given by the chains were satisfactory. In other

words, the subscriptions approximately equalled those of

the independent merchants; while comparatively few secre-

taries reported no support whatever from the chains.

"Reports received are not 100 per cent in an aflBrmative

vein, but independent merchants are far, far from the mark
of perfection in living up to their civic duties.**

• Chain Store Age, November, 1930.
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That presents probably a fair picture of the situation which

existed twenty years ago, when the chains were only just

beginning to realize not only what their social duty was with

respect to community cooperation but where their interest

lay, from the standpoint of public relations.

In 1932, as has been pointed out on page 173, the Illinois

Chain Store Council was formed for the express purpose of

crystallizing chain-store cooperation in local community and

agricultural activities and, before very long, similar councils

were organized in other States and regions throughout the

country. By 1942, approximately 30 of these State councils

were functioning. In between those years, the chains had re-

ceived an intensive course in public relations in connection

with the California referendum, as has been previously re-

lated in Chapter XI.

The character of the contribution which chain-store man-
agers can make in the field of community building was con-

cretely illustrated by the Community Builder Awards which
Chain Store Age initiated in 1939.

Announced in January, 1939, the objective was to select

and honor as the "Community Builder of the Year" the chain-

store manager who, in 1938, had performed the most outstand-

ing services for his community.

"Throughout the country important service is being ren-

dered to communities every day by chain-store managers who
put their energy, training and experience to work to build

the communities in which they live and work," the announce-

ment related. "Often the extent of these signal services is lost

sight of because of the modesty of these men or because the

services are rendered 'in line of duty' and are seldom publi-

cized outside of the communities which benefit.

"Contributions which these chain-store managers make to

their communities should receive wider recognition, not only

to acknowledge the services of these men but to disprove the

fallacious arguments advanced by critics of chain stores.

"Therefore, Chain Store Age is undertaking the task of
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compiling an Honor Roll of Community Builders of 1938.

This roll will consist of managers of stores in all types of chains

who, during the past year, made worth-while contributions in

the form of services to their communities. From the Honor
Roll of Community Builders a committee will select the

'Community Builder of the Year.'" A permanent bronze

plaque and $100 in cash were to be awarded to him by the

publication. All the other managers who made the Honor
Roll were to receive scrolls designating them as Community
Builders.

Nomination for the Honor Roll could be made either by
the manager's district manager or his headquarters or by a

local newspaper editor, an officer of a chamber of commerce
or service club, a minister or a city official. The nomination

period remained open for ten weeks. From the nominations

received, 303 were selected as worthy of a place on the Roll

of Honor of Community Builders. The nominating letters

describing the achievements of the men who seemed to rate

consideration for the top award, that of the Community
Builder of the Year, were submitted to three judges for their

independent appraisal. The judges were D. Hodson Lewis,

of Little Rock, Ark., president of the National Association of

Commercial Organization Secretaries; Walter F. Dexter, of

Sacramento, Calif., president of Lions International; and

Howard P. Jones, of New York, executive director of the

National Municipal League.

Emery E. Freeman, manager of the
J.

C. Penney Com-
pany's store in Mount Pleasant, Mich., was the man selected

as the Community Builder of the Year.

What were the community activities that prompted the

judges to select Mr. Freeman for that distinction?

He was president of the Chamber of Commerce.
As chairman of a chapter of the American Red Cross, he

headed up a membership drive which resulted in a 33 per cent

increase over the previous year.

He worked with others to secure finances for a $50,000
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building to house a garage for the State Highway Depart-

ment, thereby retaining for Mount Pleasant a State activity

employing 25 men.

He headed the financing of the citywide Santa Glaus Sales

event to promote Christmas shopping, bringing thousands to

Mount Pleasant to do their Christmas shopping.

He provided work in his own store for fourteen college

students by planning hours of employment to meet their study

schedules wherever possible. Other students were given part-

time extra work.

He served on a committee to raise funds for the Boy Scout

budget, supporting the campaign with cash, window displays

and as a solicitor of funds.

He served as rehabilitation officer of the American Legion.

He assisted the Methodist Church drive for a building

fund and personally contributed $250. Other churches re-

ceived his personal financial support.

He furnished free movies to three schools during a cam-

paign to raise funds for the Parent-Teacher Association.

He was a director of the Exchange Savings Bank.

The foregoing list does not include all the activities men-

tioned in Mr. Freeman's nomination. But they are typical of

the kind of services which not only Mr. Freeman but a great

number of other store managers were equipped to perform

and which many of them were actually performing. The fact

that only 303 names appeared on the Honor Roll was by no

means an indication that these were the only managers who
deserved the honor. On the contrary, they represented but

a small fraction of those who undoubtedly would have made
the Honor Roll had they been nominated.

It must be remembered that relatively little publicity was

given to the award except in the pages of the magazine spon-

soring it and that the period for nominations was relatively

short. As local organizations familiar with the services ren-

dered by chain-store managers could hear of the awards only

through store managers themselves, many who might have
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submitted nominations remained unaware of their oppor-

tunity to do so. Although the chains themselves were privi-

leged to nominate their own managers, not all the companies

realized the desirability of doing so.

But what this first Honor Roll may have lacked quantita-

tively, it was highly illuminating qualitatively. Not every one

of the men on the Roll did as much as Mr. Freeman, by any

means, but they all did enough at least to indicate that the

observation that chain-store managers are in a community

but not of it, even if true, is not particularly significant.

A glance, at random, at some of the community contribu-

tions made by men on the Honor Roll will sufiice to show the

wide range they covered.

One manager, Dan Worth Bradley, Sears Roebuck and Co.,

Durham, N.C., served as director of his Kiwanis Club and of

the Junior Chamber of Commerce, which he helped to or-

ganize, served on the Community Chest committee, was third

among 150 in number of new members obtained for the

Y.M.C.A., and broadcasted over a local radio station in behalf

of the community, besides being active in church and Sunday

School doings.

Another, O. S. Hillman, H. L. Green Co., Columbia, S.C.,

was president of the Merchant's Association, a member of the

City Council, finance chairman of the advisory board of the

Salvation Army, director of children's clinic, orphan's home
and day nursery, and member of the Boy Scout Council.

Frank C. Collins, Great Atlantic & Pacific Tea Co., Grafton,

W. Va., as chairman of the county chapter of American Red
Cross, had put over its first successful home-service campaign

in eight years. He was a director of his Rotary Club, a member
of the county board of trade and the Y.M.C.A., and a soloist

in his church and organizer of a club for the boys of his

church.

Wilham E. Berry, Montgomery Ward & Co., Minot, N.D.,

was president of his Kiwanis Club, vice president and fund-

drive chairman of Community Chest, which was over-sub-



290 CHAIN STORES IN AMERICA

scribed, chairman of the Retail Merchants group of the Asso-

ciation of Commerce, chairman of a city recreation council

which sponsored playgrounds and other youth activities, di-

rector of the Salvation Army advisory board and co-chairman

of a campaign to stimulate business and relieve unemploy-

ment.

The fact that chain-store managers all over the country

were engaging in the same kinds of community activities tells

its own story. This kind of work must be headed up by some-

body. Chain-store managers are well equipped to handle it.

The general policy of so-called national companies, includ-

ing the interstate chains, is to have their managers do their

part. The result is that no community in which the chains

operate need ever lack leadership of a high order. The chains

are both able and willing to supply it.

The following year, the Community Builder Award was

announced again. This time the nominations were limited

to local organizations—commercial, civic, service, religious,

charitable or educational. The chains themselves could not

nominate managers. Furthermore the cash award was elimi-

nated, as the honor of recognition as an outstanding Com-
munity Builder was believed to be the only reward required.

To acquaint local organizations with the conditions of the

award, announcements were sent to all members of the

National Association of Commercial Organization Secretaries.

The judges were Ormond F. Lyman, Peoria, 111., president of

that organization; Dr. Minnie L. Maffett, Dallas, Tex., presi-

dent of the National Federation of Business and Professional

Women's Clubs; and Howard W. Palmer, Greenwich, Conn.,

president of the National Editorial Association.

From the nominations received, 344 were selected for the

Roll of Honor. The highest award of Community Builder of

the Year went to Walter S. Small,
J.

C. Penney Company
manager at La Crosse, Wis. He was awarded that title for all

types of chains, and also for the Department Store Division.

In the Variety Store Division, the outstanding manager was
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Forrest G. Weese, S. S. Kresge Co., Zanesville, Ohio. In the

Grocery Store Division, Paul A. Kunkle, The Kroger Grocery

& Baking Co., Trenton, Mich., was selected as the Community
Builder of the Year, and in the Drug Store Division, that honor

went to H. C. James, Peoples Drug Stores, Fredericksburg,

Va.

Mr. Small had been nominated by the La Crosse Chamber
of Commerce; Mr. Weese by the Zanesville Chamber of

Commerce; Mr. Kunkle by the Trenton (Mich.) Times;

and Mr. James by the Fredericksburg Free Lance-Star,

To list the many noteworthy achievements of these men
and of the 340 others who made up the 1939 Honor Roll

would be merely to duplicate what has already been said of

the Community Builders of 1938. But Mr. Small's own obser-

vations on being notified of his selection are enlightening as a

revelation of the store manager's own viewpoint.*

"I wish to thank Chain Store Age for selecting me for this

honor," he wrote, "but I wish more to commend you for

placing a high value on the discharge of community respon-

sibility by chain-store managers.

"In La Crosse most chain-store managers respond readily

to community calls. Many are very active in civic aflFairs.

There is a steadily increasing interest and cooperation in

community building on the part of the chains.

"When there is a call for support of most any local cause

there is a very gratifying response from chain-store men. We
never hesitate to solicit the chains to do their part, financially

or physically. In fact, the foreign-corporation list, as it was
designated in Community Chest campaigns, was always con-

sidered a plum for the team that was lucky enough to get it.

"Those multiple organizations who do not encourage and
insist on community interest, both financially and in man-
power, on the part of their local representatives are working

a hardship on all chains. ...
"I do not necessarily deserve medals for discharging a re-

' Ibid., ]u[y, 1940.
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sponsibility which is definitely in my lap; to do less would be

to miss an opportunity, but I thank you just the same. In my
case I must admit that my community interest is a result of the

teaching and the policy of the
J.

C. Penney Co."

The third Community Builder project, which proved to be

the final one, was announced in January, 1941, to some 2,400

Chambers of Commerce and other local organizations. It

produced the greatest number of nominations of the three,

yielding 524 names for the 1940 Honor Roll. No top awards

were made as had been the case in the two previous years.

The decision to abandon these special awards was made with

the idea of avoiding any suggestion of a contest. It was felt

that that could be best achieved by awarding a single type of

recognition available to all who qualified for it—a Scroll of

Honor attesting the recipient's qualification as a Community
Builder by reason of outstanding service performed in 1940.

Among the Honor Roll men announced in May, 1941, were

thirteen who had received the honor twice before and 77 who
had received it once, either in 1940 or 1939. Eliminating these

duplications, the project had brought out the names of more
than 1,000 store managers located in probably more than 750

diflFerent communities, who had distinguished themselves for

their leadership in community activities as part and parcel of

their jobs as chain-store managers, with or without any senti-

mental ties to the communities in which they were located,

and with no expectation of any reward other than that which

comes from the satisfaction of meeting one's responsibilities.

Obviously, this group of Community Builders did not begin

to include all who might equally have qualified for that title.

More than 73 diflFerent interstate chains were represented on

the 1940 Honor Roll, an indication that the policy of en-

couraging store managers to accept their community respon-

sibilities was by no means confined to just a few broad-

minded and public-spirited organizations.

The fact is that chain-store managers today have become
the leading merchants in many of our communities. Unless
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tfaey and the representatives of other kinds of absentee-owned

enterprises recognize the responsibihty which has fallen into

their laps, as Mr. Small put it, such communities will suffer

accordingly.

The situation was well described by a Chamber of Com-
merce man in the course of an address to the Pennsylvania

Chain Store Council at Hershey, Pa., January 22, 1941.''

Earl D. Bacon, the speaker, was president of the Pennsylvania

Commercial Secretaries' Association and executive secretary

of the Sharon, Pa., Chamber of Commerce, a field in which

he had been engaged for eighteen years.

"Quite a change has been taking place in communities

during the past several years," he declared. "Surely, everyone

can remember some men in the towns where we grew up

(we'd call them economic royalists now) who were responsi-

ble for the growth and well-being of the community. In many
cases they were merchants. In others they were bankers or the

proprietors of the leading industries, the power company or

other leading enterprises. In every case, however, they were

men of outstanding leadership who were vitally concerned

with the future of die town, for the simple reason that every-

thing they had was invested right there at home. They were

willing to expend any reasonable amount of time, energy

or money to secure community development.

"We all know what has happened. The utilities were com-

bined years ago. Gradually the industries have been sold

to national companies, and chain stores are constantly in-

creasing in numbers and importance. The old entrepreneurs

of former generations have been replaced by a generation of

managers, running businesses for groups of stockholders who
are distributed far and wide. Some of these managers have

the same abilities of leadership and the same community spirit

that the former local leaders had. Generally speaking, how-
ever, and through no fault of their own, they do not have the

same vital personal interest in the affairs of the community.

'Ibid (Administration Edition) March, 1941.
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Their first allegiance is to their bosses in New York, Philadel-

phia, Pittsburgh and other cities, or to an impersonal group

of stockholders. Their support of local community projects

is necessarily secondary to those allegiances."

Of course, what Mr. Bacon overlooked in that connection,

was that even in the days when community leadership was

largely in the hands of local merchants and other business

men, their support of local community projects, too, was

"necessarily secondary" to their major interest represented

by their own business. The first duty of any merchant, ob-

viously is to make a success of his own business, for if he

neglects that in order to give an undue measure of his time

and attention to public affairs, the net result must be prejudi-

cial both to his business and the community as well.

Using his own city of Sharon as an example of the extent

to which the changes in question had taken place, Mr. Bacon

declared that 94 per cent of the industrial workers were de-

pendent upon absentee owners for their jobs. The chains were

accounting for between 25 per cent and 50 per cent of the

retail business. He concluded that "to a greater and greater

extent, more and more cities must rely upon 'outsiders' in

many types of business for the things they used to do them-

selves. We secretaries in the smaller cities of the country are

firmly of the belief that additional help from national firms

is not only desirable—it is absolutely essential if our towns are

to prosper."

How close were the chains in Pennsylvania coming to what

was expected of them?

So far as their contributions to the operating budgets of

civic and welfare organizations were concerned, Mr. Bacon

said that most secretaries agreed that the support given by

the members of the Pennsylvania Chain Store Council was

"fairly adequate." So far as non-member chains were con-

cerned, they were not, as a rule, doing their part. However, as

most of the important national and sectional chains operating

in Pennsylvania were members of the council, the fact that a
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few were not did not change the general picture materially.

So far as contributions to capital investments were con-

cerned—the occasional capital for hospital buildings, for in-

stance—the response of even the member-companies, Mr.

Bacon said, had not been entirely satisfactory. Conceding that

the national industries and utilities and many of the chains

already saw the community problem and were responding to

it generously, he declared that the chains would not be doing

their full part until they subscribed to capital funds as regu-

larly as they were doing to current operating budgets of local

institutions.

Turning to the remaining problem of personal service, Mr.

Bacon pointed out that the smaller communities were no

longer self-suflBcient. "We must rely upon the chains and other

national firms," he said, "to supply the manpower once avail-

able at home."

To improve the situation then existing, he recommended
that ( 1 ) shifting of managers from one city to another should

be restricted as much as possible with the community aspect

in mind, pointing out that a manager must be in a town for

several years at least before he can do his part as a civic

leader; (2) managers should be relieved of as much store-

detail work as possible in order to give them more time for

community work; and ( 3 ) top executives of the chains should

remind managers from time to time that they were expected

to cooperate in community affairs as part of their job.

Mr. Bacon's frank appraisal of the situation was regarded

by the chains at the time as constructive. It was pubhshed
in full in Chain Store Age, March, 1941. That was ten years

ago. By that time the changes in the make-up of our smaller

communities, which have been noted, had about run their

course. The transition from the so-called "horse-and-buggy"

days to the streamlined era that superseded it was complete.

So far as the chains were concerned, the era of their active

expansion had ended ten years earher. It was not to be re-

sumed in the ten years that followed.
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Nevertheless the need for chain-store leadership in com-
munity activities definitely remained. It still exists.

That the chains have never lost sight of it is evidenced by
their maintenance of the State councils they established for

the express purpose of stimulating the interest of their store

managers in community activities and putting their coopera-

tion on an organized basis.

These councils now exist in some 35 States. Practically all

the leading national and regional chains, as well as many of

the larger local chains, actively support them. Many of the

directors of the councils have been in charge of them since

their inception. They are intimately acquainted with the

needs and hopes of each and every community within their

respective areas. They keep themselves posted on current

developments and emergencies. They know where chain-

store support is needed most, and their job is to see that it is

forthcoming.

Judging from the monthly reports issued by the directors

of these State councils, to which the author has had constant

access, chain-store managers are filling responsible positions

of leadership in communities all over the country to a greater

extent than ever before. If the Community Builder awards of

ten years ago were to be revived, the resulting Honor Roll

would include a representative in almost every community in

which units of the national and regional chains are located.

To summarize the underlying considerations relating to the

chains and the community, the first point to note is that the

greatest contribution the chains can make lies in the economic

sphere.

Their primary job is to give the community the most efii-

cient kind of retail service their particular system makes

possible. In doing that they not only help to keep down the

cost of hving and thus to raise the community's standard of

living, but they stimulate the business and the life of the

community by making it unnecessary for the residents to

go elsewhere to satisfy their needs.
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The second point is that chain stores have an opportunity to

serve their communities in the social sphere too. They share it

with independent merchants and other fellow townsmen, ir-

respective of business or professional connections.

It arises from the fact that many of the activities required

to promote the welfare of the community depend upon
voluntary support and direction. The duty to provide such

support and direction falls ethically upon those who are best

equipped to furnish them. The chains definitely belong in that

category.

Conceding, therefore, that native-bom townspeople may
have greater sentimental reason for rallying to the support of

the home town, that fact is of little practical value unless it is

accompanied by both the ability and the will to make such

contributions. On the other hand, the fact that chain-store

managers may lack any sentimental interest whatever in the

community is likewise of little practical significance, pro-

vided that their contributions are forthcoming for other valid

reasons.

That such valid reasons do indeed exist would seem to

insure that the chains will continue to play a major role in

community leadership.



CHAPTER XIV

THE CHAINS AND

THE FARMER

Of the scores of thousands of consumer items which

hne the shelves and counters of retail stores, those which are

not of agricultural origin, either wholly or partially, are rela-

tively few.

That applies particularly, of course, to the things we eat,

but it applies also to most of the things we wear or use in other

ways. In the case of foodstuffs, some of them reach the stores

and the consumer in the same shape they left the farm. Others

first go through various phases of processing. In the case of

clothing and many other consumer items, the agricultural

products entering their construction usually have lost all

resemblance to their original form, but they are there just

the same. Cotton, for example, goes through many processes

before it emerges in a retail store as a woman's dress or a

man's shirt, but the price the farmer gets for his cotton de-

pends in the last analysis under normal conditions on how
many things made of cotton are moved into consumption.

Thus the relation of retailing to agriculture is a vital one,

even though it may be indirect in most cases. The significant

fact is that retail stores provide the outlets through which

many agricultural products move into consumption.

What has been said applies to all kinds of stores—inde-

pendent stores as well as chain stores. But when the chain

stores became an important factor in retailing, particularly in

the grocery field, something was added to the relation of

farmer and retailer which had never existed before.

298
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In the first place, because the chains were big enough

to buy from the farmer direct, they brought into sharp con-

trast the disadvantages the farmer had traditionally suffered

in disposing of his output through commission men. The dif-

ference was clearly explained by a number of agricultural

witnesses in the Patman bill hearing. One of them, S. M.

Jones, of New Bern, N.C., whose company packed and dis-

tributed the output of some 500 vegetable growers, said at the

hearing:^

"Prior to the time the chain stores became an important

factor in the distribution of fresh vegetables, most of our

produce was shipped to distant markets to be handled on
a commission basis by the local merchants. The grower had
little or no opportunity to sell at shipping point and know
in advance what he was going to receive. His returns on his

consignment were very uncertain and oftentimes were dis-

appointing. As a matter of fact, it was only too frequent that

he did not get anything at all, the freight and selling costs

having eaten up the proceeds of the sale. In recent years,

largely by means of the support of chain buyers, markets

have been established in shipping sections, either auction

or private sale. Today most of the supplies are sold at shipping

point, either for cash or at stated prices, rather than going

forward under consignment. By this means the growers have
immediate contact with the pulse of the market, know what
they are receiving, and can often regulate their shipments

to a degree in keeping with demand requirements. Greater

market stability has followed the introduction of this method
of selling, which, obviously, has been of direct benefit to the

growers."

But the chains brought something else into retailing which

meant even more to the farmer—lower distribution costs. How
badly that was needed was stressed by Edward A. O'Neal,

president of the American Farm Bureau Federation, who de-

clared when he appeared before the Patman bill committee on
April 13, 1940:'

^ Patman Bill Hearing, op. cit.. Vol. 2, p. 1468.

'Ifotc?., Vol. 2, pp. 775, 784.
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"Our distribution system has grown up like Topsy, in

helter-skelter fashion. We have built up a costly, ineflficient

system of distribution which takes a heavy toll from both
farmers and consumers. All too often farmers receive too little

for their products and consumers pay too much. The cost of

distribution is one of the great barriers that we must sur-

mount between the farmers and the consumers. We must seek

any and all improvements in our distribution system. . . .

"This great mass-producing industry of agriculture needs

an eflBcient mass-distributing system close to consumers, to

carry commodities to the doors of millions of consumers at

the least necessary cost. Furthermore, it must be a system that

can act quickly and on a nationwide basis in order to handle

perishable products produced long distances from the points

of consumption. Delay in getting to market may mean the

loss of a year's farm income. The chain stores' system has sup-

plied not only these local outlets on a nationwide basis, but

also the centralized purchasing agencies which deal directly

with the farmers' cooperative marketing organizations.

"Thus the chain-store system affords an opportunity to

shorten the route between the farmer and the consumer by
means of direct bargaining between farmers' cooperative

organizations and chain store organizations which sell di-

rectly to consumers, thereby eliminating unnecessary trans-

portation and handling costs and the losses resulting from
glutting of markets and inefficient distribution."

The chains' lower distribution costs meant nothing to the

farmer, of course, unless they were translated into better

returns to the farmer or lower prices to the consumer, or both.

That the chains did reduce retail prices on fruit and vege-

tables was generally recognized. The savings thus brought

about meant that the consumer could buy more and the

farmer shared the benefit of the consumer's increased buying

power.

But the chains helped to expand the market for farm prod-

ucts in another way. They pioneered in displaying and mer-

chandising fresh fruit and vegetables more extensively and

more effectively than had been the practice in the grocery

field before they came into the picture.
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Strangely enough, despite the substantial benefits the

farmers derived from these marketing innovations, many
years elapsed before they were fully recognized and appre-

ciated. In the meanwhile, anti-chain interests were busy

developing the thought that the chains were actually hurting

the farmers more than they were helping them. By lowering

the retail price of fruits and produce, it was contended, the

chains were depressing farm prices. Using farm products

as "loss leaders'' might indeed increase their consumption, it

was urged, but how did that help the farmer if he could not

get his cost of production back?

Irrespective of the facts in the case, many farmers un-

doubtedly came to believe that chain-store merchandising

methods were actually harmful to them. When, from time to

time, a bountiful harvest of a particular farm crop resulted

in a supply exceeding the demand and prices declined ac-

cordingly, the plight of the farmers affected called for a

scapegoat. It was easy enough then to say that the chain's low

prices were largely responsible for "depressing" the market,

even though the blame was obviously not theirs at all.

The result was that by 1935, at which time the chains were

moving about 35 per cent of the total output of fruit and vege-

tables into consumption, the farmers had mixed feelings re-

garding the chains. That attitude might have continued indef-

initely but for one of the most remarkable developments in

the whole history of marketing which changed the picture in

a most constructive way.

It happened in 1936. As the year opened, the California

peach growers were faced with one of agriculture's frequently

recurring problems—the prospect of a bigger crop than could

be marketed profitably.

The trouble in this case was that the carryover of canned

peaches from 1935 amounted to 6,400,000 cases, as against

a normal carryover of only 4,200,000 cases. Under such con-

ditions, the canners would not be interested in packing more
than four or five million additional cases. That would be
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equivalent to only about half of the new crop and would mean
that the grower's return on his crop would be cut from $30

per ton, which he needed to show a profit, to $20 or even $15

per ton, which would not cover his cost of production.

Instead of letting nature take its course, as had been the

general practice theretofore, the leading peach growers got

together and organized the Canning Peach Stabilization

Committee, with H. C. Merritt, Jr., as its chairman. Obviously,

the problem was to cut down the carryover in the early

months of the year to make way for the new crop, and some-

body got the bright idea that if the chains would organize a

sales promotion drive on a nationwide basis maybe the situa-

tion could be saved.

The idea was not entirely new. Many of the food chains

individually had aided farmers in the past in their own operat-

ing areas by putting on local campaigns designed to move
a surplus crop into consumption. But this was the first time

anybody had thought of asking all the chains to combine in

a nationwide campaign to achieve such a result. The proposal

was made to the Food and Grocery Chain Stores of America—
which a few months later changed its name to National As-

sociation of Food Chains—and was promptly accepted. As
has been pointed out earlier, the chains in California were
engaged at that time in a campaign to defeat a drastic chain-

store-tax proposal which the public was to pass on at the next

general election. The plight of the peach growers provided

an excellent opportunity to demonstrate just what organized

distribution, as represented by tlie chain-store system, could

do to help solve the farmer's constant problem of moving
seasonable surpluses into consumption. The chains jumped at

the chance.

What happened can be told in a few words. In April and
May of that year, the chains put on a four weeks canned-

peach campaign in which 34,000 stores throughout the nation

participated. These stores increased their sales of canned
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peaches in April-May, 1936 by 171 per cent compared with

their sales for the corresponding period in 1935.

What a dent it made in the carryover was thus reported by
Mr. Merritt in a letter to the chain-store association dated

July 6, 1936.'

"Now that eflForts of the chain stores of the nation to save

the canned-peach industry from a ruinous surplus have been

crowned with success," the letter said, "it is fitting that our

committee make due acknowledgment of your participation

in the four California Canned Peach Events. ...
"The figured reveal a reduction in canned-peach stocks of

3,143,387 cases in the five months period from January to

June. The withdrawals averaged 670,000 cases per month, as

against an average of 381,000 cases per month in 1935. . .
."

What is more to the point, the growers received $30 per

ton for their 1936 crop instead of the $15 which was all they

had originally expected.

At the very time the details of this first epoch-making na-

tional campaign were being worked out by John A. Logan,

then the executive vice president of the food-chain association,

and its agricultural committee, something much bigger was
in the making, although its full possibilities may not have been

realized at the time by those who were organizing it.

As has been pointed out earlier, a large number of farmers

at that time believed that certain practices of long standing

in distribution were inimical to agriculture and, rightly or

wrongly, the chains were believed largely responsible for

them. On the other hand, it was realized that many food-

chain operators did not fully understand the farmers' prob-

lems.

Why not get together around a table and discuss their

mutual problems in the hope that cooperation might perhaps

be substituted for misunderstanding and ill-feeling?

Mr. Logan accordingly arranged such a conference to be
»
Practical Farm Relief, National Association of Food Chains, April, 1937.
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held in New York between outstanding agricultural leaders

and representatives of the food chains.^ The farmers were

represented by a special committee appointed by the National

Cooperative Council, an association consisting of 51 agricul-

tural cooperative organizations, with a membership of 1,500,-

000 farmers.

Representing the chains in what turned out to be an

historic meeting were Hunter C. Phelan, D. Pender Grocery

Co. (now Colonial Stores); Charles F. Adams and B. F.

McGoldrick, First National Stores; Lewis W. Cole, Steiden

Stores; Thomas F. Cauley, Danahy-Faxon Stores; F. H. Mass-

man, National Tea Company; W. L. McEachran, E. S. Burgan

& Sons; Albert H. Morrill and Warren H. Clarke, Kroger

Grocery & Baking Co.; William Park, Fred W. Johnson and

H. D. Williamson, American Stores Co., L. A. Warren and

Frederick W. Williamson, Safeway Stores, Inc.; E. G. Yonker,

Sanitary Grocery Co. (now Safeway Stores ) , and Mr. Logan.

Over and beyond this desire to clear the atmosphere be-

tween the farmers and the chains was the hope that the meet-

ing might lead to a practical program for farm relief which

would go far to set their relations on a solid and substantial

basis.

As Mr. Logan was to point out later in reporting on what

actually happened at the conference, chain-store leaders real-

ized that one of the most pressing problems of agriculture

had to do with seasonal surplus crops. Why couldn't the

chains use their facilities and their know-how to move these

surplus crops into consumption on a nationwide basis as these

situations arose?

The conference was presided over by C. C. Teague, vice

president of the National Cooperative Council and president

of the California Fruit Growers Exchange.^ Among the prac-

tices which were responsible, he believed, for whatever ill-

*The Chain Store Cooperates with Agriculture, memorandum filed with Cali-

fornia State Senate Interim Committee by Frederick W. Williamson for California

Chain Store Association, December 7, 1936.

'Ibid,
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will farmers felt towards the chains, he listed five which he

thought ought to be eliminated:

1. Unethical brokerage payment.

2. Unearned advertising allowances.

3. The use of agricultural products as loss-leaders.

4. Unreasonable quantity discounts.

5. The control of supplies by direct or indirect financing.

In the discussion which followed, several of the farm lead-

ers made clear that the practices complained of were by no

means peculiar to chain-store operations. In fact many of

them had been initiated and were followed by all manner of

jobbers, commission men, wholesalers and other middlemen.

None of the chain representatives defended any of the

practices complained of and the upshot of that phase of the

meeting was that the chains formally pledged themselves to

aid in elimination of those practices from all branches of the

industry.

But most important of all was a resolution adopted at the

conference by the food chains which read as follows:

*Turther resolved: That the members of this organization

will endeavor to cooperate with the producers through their

cooperative organizations, wherever available, or through

other established producer agencies, in the effective market-

ing of excess seasonal production and surpluses, giving due
recognition in the course of such efforts to the laws of supply

and demand. . .
."

That understanding was variously described thereafter as

"an economic landmark," "the most forward-looking step ever

taken, both for agriculture and for the distribution of food

products" and "the dawn of a new day for the farmer."

This meeting took place in May. Within the next twelve

months no less than eight Producer-Consumer Campaigns, as

they were called, had been staged by the food chains, with

most gratifying results to all concerned.

The canned-peach campaign has already been covered.
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The second campaign was to promote the sale of beef.

Drought that summer had so reduced feed facihties that cattle

were rushed to market in unprecedented numbers, with the

result that the beef market was glutted. Cattlemen asked the

food chains to put on a campaign to avert the threatened

catastrophe.

The campaign the chains put on was singularly successful.

Mr. Logan reported a year later that the chains increased

their beef sales in August 34.7 per cent—more than twice the

increase in the August slaughter; and increased per capita

beef consumption 11.1 per cent. "Prices to cattle raisers,

which had started down, steadied, actually advanced during

August," he reported,^ "and continued to advance in the

following months. Cattlemen received 6 per cent higher price

and 37 per cent more dollar income from August sales than

the previous five-year average for the month. The Federal

Government, which bought 2,500,000 head of cattle in the

1934 drought, and which was ready to buy again in 1936,

actually bought only 5,000 head to prevent a livestock market

collapse."

In October the chains got behind a campaign to sell dried

fruit which had backed up on the producers because of a

maritime strike which reduced exports. A two weeks' cam-

paign staged by the chains increased their sales 79.1 per cent

over the previous year's sales for the period, and moved
millions of pounds of dried fruits into domestic consumption.

It prevented complete demoralization of the dried-fruit

market.

An abnormal crop of 20,000,000 turkeys that fall, 33 per

cent above 1935, again brought the chains into action. They
increased their own sales 46 per cent and sales generally were

increased 26.6 per cent. The net result was that most pro-

ducing areas sold out and showed a profit instead of the

serious loss they had expected.

* Practical Farm Relief, op. cit., p. 6.
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The next campaign was the most sensational of all. A
bumper grapefruit crop, 46.6 per cent in excess of the previ-

ous year's, resulted in what the U.S. Department of Agricul-

ture called "the nation's number one surplus problem." "^ The
campaign staged by the chains in January and February in-

creased their sales 284.7 per cent! Surplus stocks were cleared

and the growers realized from 25 to 45 cents more per box

than they had expected. Again a severe loss was converted

into a substantial profit.

At the same time the chains put on a campaign to boost

lamb sales, which had declined as a result of the competition

from the heavy turkey crop, aggravated by an increased

slaughter as a result of the drought. The chains moved
59 per cent more lamb into consumption as compared with

their sales in the same two months in 1935 and prices to pro-

ducers rose from $8.40 per cwt. in December to $10.50 in

January and $13 in March, although retail prices remained

stable throughout the campaign.

Another turkey campaign was staged in February and a

canned-pear campaign in April, with consistently satisfactory

results.

These early campaigns set the pattern for a permanent

farm-relief program which has been followed ever since. In

March, 1951, in a talk before the Sales Executive Club,^ Mr.

Logan pointed out that since the program was started in 1936

more than 350 campaigns and promotions, covering almost

every agricultural product, have cleared through the associa-

tion's office. In addition, similar cooperation has been fre-

quently extended by A&P, which is not a member of the asso-

ciation, acting independently.

Although the program was initiated by the food chains, the

chains in other fields were quick to recognize its underlying

' Ibid., p. 8.

* Food Distribution Is Different, an address before Sales Executives Club, Hotel

Roosevelt, N.Y., March 13, 1951.
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merit and to tie in with such promotions wherever the nature

of the agricultural product involved enabled them to cooper-

ate in a practical way.

Thus, in 1938, the Institute of Distribution mobilized its

members, including variety-store chains and other types

handling consumer items in which cotton figured, to cooper-

ate with cotton growers and processors to promote the con-

sumption of cotton products. They all staged special promo-

tions tying in with National Cotton Week. Even the grocery

chains participated in a modest way because some of their

items were derived from cotton or cotton seed.

Then, too, when the dairy interests felt they could use

chain-store cooperation to increase the consumption of milk

in the summertime, when the supply was at its peak, practi-

cally all types of chains responded year after year in a month-

long promotion. The drug chains and the variety chains joined

the grocery chains and restaurant chains in promoting milk

as a beverage at their soda fountains or for consumption in

the shape of dairy dishes, and even chains which had no in-

terest in selling dairy products in any form, such as the shoe

chains, the hat chains and wearing apparel chains found

ways to cooperate by displaying "Drink Milk" posters in their

windows and stores.

What was behind this all-out effort of the chains to help

solve the farmer's problem? Did they do it out of sheer

altruism? If not, what did they expect to gain by it?

Rilea W. Doe, vice president of Safeway Stores, Inc., an-

swered those questions and several others related to them

when he appeared before the Patman bill committee to tell

the story of the food chains' agricultural program.^

In the first place, he pointed out, although the chains con-

ceived and organized the program, they are not "the whole

show." Other organized distribution groups were likewise

cooperating to the best of their ability in many of the pro-

grams and the chains welcomed their participation.

" Patman Bill Hearing, op. cit.. Vol. 2, p. 885.
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Turning to the reasons for the chains' interest in promoting

the welfare of the farmer, he said they were three, as follows:

"First, the chains need a dependable supply of dependable

quality merchandise and, therefore, are interested in a sta-

bilized agricultural market—a market that maintains an even

keel through regular daily purchases of normal supplies.

"Second, farmers are a very large class of customers of

chain food stores, and if they—the farmers—^have more
money it means more business for the chain-store companies,

as well as other business men.
"Third, farmers represent such a large proportion of the

population of the entire country, and are so important eco-

nomically, that the entire nation's prosperity is interwoven

with the prosperity of agriculture.

"Obviously, then, it is good business—we call it enlight-

ened selfishness—for the food chains to concern themselves

with the welfare of agriculture and to assist continually to

improve and stabilize the market for farm products. Such a

pohcy is founded upon sound economic and social principles.

This farm program has proven to be a practical form of work-
ing, economic, democracy."

"Enlightened selfishness" on the part of the chains un-

doubtedly supplied another reason for their well-conceived

and most eflFective agricultural program. By demonstrating to

the farmer in this practical way the unique facilities the chains

commanded for moving seasonal surpluses into consumption

as well as for expanding the market for farm products in

their regular day-in and day-out merchandising, they estab-

lished a unity of interest which the farmer would not be apt

to overlook.

That the farmers did not overlook it was apparent enough
whenever and wherever discriminatory anti-chain-store taxes

were under consideration. Invariably their spokesmen took a

firm and positive stand against such taxes. Typical of what was
to happen over and over again in such situations was the ap-

pearance before a New York Senate Committee on March 2,

1938 of G. A. Jeffreys, secretary of the New York State Turkey
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Growers Association. Under consideration was a proposed

special tax against chain stores. In opposing it, Mr. Jeffreys

stressed what a big job the food chains had done in moving an

unusually heavy crop of turkeys into consumption. And when
the anti-chain spokesman interjected sarcastically that he

supposed the American people would have to get along with-

out turkeys if we had no chain stores, Mr. Jeffreys replied:

"Not at all. Of course we would have turkeys, with or with-

out chain stores; but because of the chain stores more people

can have turkey!"

But the position of farmers with respect to the economic

value of the chain-store system was shown most convincingly

two years later at the public hearing on the Patman "Death.

Sentence" bill. Spokesmen for farm group after farm group

appeared at the hearing to testify in person why they were in-

terested in the defeat of the bill. One after another they testi-

fied how vital to their prosperity the chain-store system had

become, and rejected almost unanimously Mr. Patman's con-

tention that the chains were responsible for depressing farm

prices. No important agricultural group failed either to appear

in person in opposition to the bill or to file formal resolutions

condemning it.

Typical of the testimony was that of M.
J.

Duer, Exmore,

Va., a grower and shipper, who shipped about 4,000 cars a

year of potatoes, cabbage, onions, strawberries and beans, for

his own account and that of 1,200 other growers. He de-

clared:'"

**We sell about 50 per cent of our output to the corporate

food chains. We sell practically all of our produce on an f.o.b.

shipping point basis. The food chains buy almost entirely

on that basis. I can safely say that our sales to the food chains

net at least as much to us—and possibly a little more—than

do sales to other classes of buyers, especially in declining

markets.

"The reason for this is that the food-chain buyer is in the

"Ifcid., pp. 1374, 1375.
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market day-in and day-out in the crop season. They do not

speculate, so that if the market is decHning their daily pur-

chases have a considerable stabilizing effect, whereas other

classes of buyers are inclined to speculate, and in the case

of a declining market they may wait a few days, which, of

course, results in a further drop. The charge has been made
that the chain stores use farm produce as loss-leader items,

with a depressing effect on prices. In our experience we know
of no instance where this is so.

"The production of fruits and vegetables on the eastern

shore has become a real volume business, progressing far

beyond the stage of the small farmer taking a load of produce

to market and selling it for what he can get. In order to

properly market this volume, we must have distribution or-

ganized on a volume basis also. This is the only way we can

keep our selling overhead down and be sure of selling the

large quantities that we raise and which must be distributed

over a very wide area. I may say right here that one of the

reasons why we are so anxious to protect our chain-store dis-

tribution is that we have no credit worries with these buyers

—we get our money promptly and we do not have to worry

about getting it. Furthermore one of the worst abuses in the

produce business has been the rejection of merchandise on
arrival—often for no better reason than that the market was
declining. We have never had such experience with our chain-

store buyers. We always feel that a sale to a chain-store buyer

is a final one and that, regardless of the trend or the market, it

will stick. . . .

"It is my opinion that chain stores have a very definite

place in our economic system—particularly in the distribu-

tion of fruits and vegetables to the consumers of this country

—and can continue to be of great service in reducing the

spread between the producer price and the consumer price."

Need one go any further than that for an explanation of the

cordial relations which exist today between the chains and the

farmer compared with the less favorable situation which pre-

vailed 25 years ago?

The fact is that their present-day relations rest upon a

solid foundation of interdependence and mutual understand-

ing. Both in their everyday operations and the special cam-
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paigns they are geared to stage, when occasion calls for them,

the chains offer agriculture a system of organized distribu-

tion which provides a practical solution to the farmer's main

problem—how to increase the farmer's share of the consumer's

dollar without reducing its purchasing power. So long as the

chains retain their interest in cutting distribution costs, they

may expect to retain the complete approval and cooperation

of the farm interests.



CHAPTER XV

THE CHAINS AS EMPLOYERS

Some 2,000,000 men and women are required to op-

erate the 105,000 stores comprising the chain-store field/

That includes those employed in the headquarters and district

oflBces of the chains, in their warehouses and in the field as

well as those who work in the stores themselves.

What kind of jobs do the chains offer?

They range in responsibility and compensation all the way
from that of the beginner behind the variety-store counter or

the youngster learning the grocery business in the super-

market to that of the top man of the company—the president

of the chain. Between these two extremes are many kinds of

jobs involving manual or clerical work in the lower levels

and varying degrees of merchandising and administrative

experience in the higher levels.

Most of the jobs the chains provide are not materially differ-

ent in character from those offered by retailing in general. Basi-

cally, retailing involves the same principles of buying and
selling, display and promotion, store layout, personnel train-

ing and management, financing and public relations whether

the operation be conducted under one roof or many separate

roofs.

But the chains have one kind of job which is seldom found

in single-store operation but which is inherent in chain-store

operation—that of store manager. With 105,000 stores, the

chain-store field requires 105,000 store managers, and two or

three times as many assistant store managers and trainees on
their way up. Store managers are needed, of course, even by

' Retail Census, 1948.
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the smallest chains. But when the number of stores gets to the

point where proper supervision calls for field men to devote

all their time to that task, another kind of job, that of super-

visor, found only in the chain-store field, comes into the pic-

ture. These field supervisors may be responsible for a small

group of stores or a large group, depending upon the kind

of stores involved and the distance between them. They are

recruited generally from the ranks of the managers them-

selves, the promotion meaning more pay and a chance to

share in the profits of the stores they supervise through

various forms of bonus arrangement based on improved

operating results.

Before the chains came into the retail picture, the field

consisted entirely of so many separately owned single stores.

Some of them were large, but the great majority were small.

Retailing as a career offered only one major incentive under

such circumstances—the possibility of one day having a store

of your own.

To be the owner of even a small store in those days was a

considerable incentive to the young man who was really

serious about sticking to retailing as a livelihood. For one

thing, it would mean a measure of security—an escape from

the employe's ever-present danger of losing his job. The worst

thing about any job was that you could lose it through no

fault of your own, as, for instance, if your boss failed. The
employe had reason to worry about the hazards of retailing

as well as the proprietor.

Then, of course, if you had a store of your own and it

proved successful, what was to stop you from enlarging it

or moving it to a bigger and better location? To become the

biggest merchant in town was certainly a legitimate objective

for the ambitious retail clerk to shoot at even though rela-

tively few could hope to achieve it.

One big obstacle stood between the great majority of retail

clerks and the desire to have stores of their own. That was

lack of capital. It took money, of course, to open, equip and
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stock a store. The number of retail employes who could save

enough out of their meager earnings to go into business for

themselves was relatively small. Even those who were thrifty

enough to accumulate a nest-egg were more apt to keep it

for a rainy day than to risk it in a venture which might fail,

especially as such a step involved giving up a paying job in

the bargain.

The same considerations undoubtedly deterred many from

taking the leap even if they could borrow the needed capital.

Why give up a job to go into business on borrowed capital

when, in the event of failure, you would be left with no busi-

ness and no job and an indebtedness you would have to repay

some day by the sweat of your brow?

These were and are natural reactions. Little wonder, then,

that most new stores were opened not by men with actual

retailing experience, most of whom lacked the capital or the

courage to risk it in such ventures, but by individuals who
had the capital but lacked the experience and know-how
necessary to make such ventures successful.

But with the coming of the chains, an entirely new avenue

to a successful career in retailing was opened. As every chain

store must have a manager, here was a chance for any young
man who wanted to get somewhere in retailing to secure the

necessary training and eventually to have a store of his own,

in effect, without investing or risking a single cent of his own
money in the venture.

True enough, managing a store owned by somebody else is

not the same as owning it yourself. But to assume that the

difference favors ownership is to overlook many of the factors

involved. Probably the most important of them are security,

compensation, responsibility and opportunity. Consider each

of them in turn.

1. Security. Although a chain-store manager is an employe
and can lose his job, the risk of that is relatively slight as long

as he applies his experience and ability in the company's in-

terest. The company has a substantial investment in each of
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its managers. The longer they remain with the chain, gen-

erally speaking, the more valuable they become. They pro-

vide the manpower from which the company must draw

when positions of greater responsibility have to be filled. At

any rate, a chain-store manager is not apt to lose his job

through failure of the company. Although some chains have

failed, such disasters have been extremely rare. In most cases,

the operation of a number of stores provides a degree of sta-

bility which makes for continued successful operation. On
the other hand, the high mortality rate which has always pre-

vailed among single-store retailers reflects a degree of in-

security which may not be ignored. Although the turnover

among chain-store employes generally may be as high as it

is in other types of retailing, and for the same reasons, that

applies, in the chain-store field, only to the rank and file of

selling and non-selling help. Once a man reaches the level of

store manager, he has a lifetime job, generally speaking, if he

does his part. That gives him a measure of security which

few of those who engage in retailing on their own can fairly

claim.

2. Compensation. A store manager's salary varies, of

course, with the kind of store he manages, its size, its sales

and its operating results and the caliber and ability of the

manager himself. In most cases his compensation is at least

equal to what the owner of a store, comparable in size and

sales, would draw as salary. In addition, the owner would, of

course, expect a return on his invested capital. What kind

of return he would get would depend upon how successful

his store was. To the extent that his income is augmented by

the store's profits, he might seem to be in a better financial

position than a store manager whose main source of income is

his basic salary. But the comparison is hardly a fair one for it

overlooks two important facts. In the first place, most store

managers receive, in addition to their basic salary, a bonus

based on the store's profit. In the second place, a store man-

ager's savings earn a return too. If instead of putting them
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into a store of his own, as the independent retailer did, he

invested them in stocks and bonds or other securities, the

income he derives from such sources must similarly be taken

into the equation before comparing his financial status with

that of a store owner.

In addition to his salary and bonus, the store manager

usually enjoys such benefits as group insurance, a pension or

retirement plan, and various other company-supplied privi-

leges which the owner of a similar store has to pay out of his

own pocket.

3. Responsibility. The store manager is responsible for the

success of his store, with all which that involves. Neverthe-

less, he is relieved of many of the major problems which fall

upon a store owner. When he becomes a store manager he

falls heir to a ready-made store owned by an established

company with a set of operating policies based on extensive

experience and know-how. Behind him he has a buying or-

ganization which provides him with the merchandise to stock

his store, a sales-promotion department to help him mer-

chandise his store, and a central control system to help him

keep his store on the beam. The individual store owner, on the

other hand, must attend to all these things himself in addi-

tion to the responsibilities which he and the store manager

share in common. Even with their limited responsibilities,

store managers suffer plenty of headaches, but the worries

of a store owner who must bear the full brunt of all the

problems involved in successful retailing must be infinitely

greater.

So far as actual working conditions are concerned, a store

manager's responsibility for his store calls for a high degree of

diligence and vigilance. Until he has developed assistants to

the point where he can trust them to carry on in his absence,

the store manager must stick pretty close to his store from

opening to closing. But all that is true of the store owner too

if he wants to run a successful store. True enough, the store

owner has to answer to nobody but himself if, through his own
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indifference or neglect, his store shows a loss instead of a

profit, whereas similar conduct on the part of the store man-

ager would mean the loss of his job. But if the comparison

between managership and ownership be confined to those

managers and owners who are equally interested in being suc-

cessful, little difference will be found between them so far

as hard work is concerned.

4. Opportunity. The store manager does not have to remain

a manager all his life. As has already been indicated, promo-

tions to positions of higher responsibility in the field or at

headquarters are always possibilities. The number of store

managers who, having started at the bottom, have climbed all

the rungs of the ladder to become top executives and even

presidents of their companies is literally legion. Such com-

panies as the A&P, and Woolworth, and Penney, to name only

three of the biggest chains in their respective fields, are

manned almost exclusively, so far as the thousands of key

positions are concerned, by men who were picked from the

ranks of store managers for promotion up the line. And that is

true of practically all the other national and regional chains in

all fields, with only the smaller and younger companies still

being directed by their founders and owners.

The outlook for the store owner, on the other hand, presents

no such equivalent opportunities as a general rule. No matter

how good a merchant is, as long as he confines himself to a

single store his opportunities for any great measure of success

are necessarily limited. He can, of course, enlarge his store or

move it to a better location, or even become a chain-store

operator himself, but the fact is that the great majority of

independent retailers do none of these things. Whatever op-

portunities the independent merchant may find in that direc-

tion are open equally to the store manager. For, if after a

successful experience as a store manager, a chain-store man
decides to put his accumulated capital into a store of his own,

nothing need stop him. Because of his training and experience

as a store manager under expert direction, he will be far better
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equipped, in most cases, to engage in business on his own ac-

count than the average entrant into retaihng who lacks such

experience.

To become a really successful merchant offers certain addi-

tional satisfactions in the shape of local prestige and com-

munity leadership. The percentage of independent retailers

who are successful enough to achieve such distinction, how-

ever, is exceedingly small. On the other hand, as has been

shown in a preceding chapter, such satisfactions are realized

by a large percentage of store managers. The fact that they do

not own the successful stores they manage in no way dis-

qualifies them for important positions of leadership in the

community. On the contrary, the very fact that big and suc-

cessful companies have selected them for the responsibilities

of store management is proof in itself that they have what it

takes to carry their share of community responsibilities as well.

The unique vocational opportunities in retailing offered by
the chain-store system as compared with those offered outside

of the chain-store field were aptly described by the late Her-

bert T. Parson, when he was president of the F. W. Woolworth
Company:^

"What is there about retailing that makes ownership such

an important feature? One does not have to own a railroad

in order to work out a successful career in the railroad field.

You don t have to o^vn a bank in order to achieve success in

the financial field. By far the greater number of successful

men in every line of industry and commerce are but 'em-

ployes' of the companies with which they are connected, no
matter how exalted may be the positions they occupy.

"The idea that it is necessary to own a store in order to

achieve success in the retail field has absolutely nothing to

support it. Compared with the uncertainty which confronts

the average storekeeper, the many risks he runs and the obvi-

ous limitations of his vocation, the opportunity offered by a

strong corporate retail enterprise, whether it be in the chain-

store field, the department-store field, the mail-order field, or

' Chain Store Age, January, 1928.
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any other branch of business would seem to be far superior.

"Of course, if a man lacks ability or character or persever-

ance or ambition or any of the other basic quahties that are

essential to success, he can t expect to go very far, no matter

what line of endeavor he follows. Certainly he could hope
for little in the chain-store field, while if he accumulates

suflBcient capital to open a store of his own it would be only

a question of time before his own shortcomings would put

him out of the picture—another failure added to the long

list which enacts such a heavy toll from the pubUc.

"But if a man has in him the stuff that success is made of,

I can think of no form of retailing that offers better prospects

than the chain-store field."

How true that is is indicated, as has already been pointed

out, by the fact that virtually all the men occupying key

executive positions in the chain-store field today, started at

or near the bottom. That statement could be readily docu-

mented, if space permitted, by listing the scores of thousands

of chain-store executives by name and company and showing

how they rose to their present high positions of responsibility

step by step on the basis of merit alone. They did not have

to own a store either by purchase or inheritance, or be related

to the owner, nor did tiiey have to invest a single dollar in the

stock of the companies for whom they worked. And long as

such a list would be, it would not include the names of thou-

sands of other chain-store men who had the same kind of

experience but who have either passed on or retired from ac-

tive work.

Lansing P. Shield, president of the Grand Union Company,

recently had occasion to explode the fallacy that being an

"employe" of a big retailing company is a disadvantage as

compared with having a store of your own. Mr. Shield had

started as a young man, when he came out of World War I,

with the A&P. Working his way up to an executive position in

the accounting and auditing department of that chain, he re-

signed to take a similar position with Grand Union, a much
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smaller chain but one which, he figured, offered him a greater

opportunity.

He was right. He rose step by step until he became gen-

eral manager of the chain, and, in 1946, was made its presi-

dent. The company operates some 300 supermarkets, and its

sales in 1950 totalled $161,000,000.

On October 4, 1949, Mr. Shield appeared on the television

program which was mentioned earlier.^ It involved a "trial"

of the issue: Are national retail chain stores a benefit or a

detriment to our country? Mr. Shield appeared, naturally, as

a "witness" for the chains. Congressman Patman appeared as

"counsel" against the chains.

"Which would you rather see," asked Mr. Patman, "a nation

of clerks or a nation of independent owners and independent

business men?"

To which Mr. Shield replied:

"The chain store provides opportunities at every level.

There are hundreds of executive positions even in a company

of our size, and there's a great opportunity there for any boy

who wants to come in and try to do a job."

And when Mr. Patman interjected: "To work for somebody

else," Mr. Shield answered: "I work for somebody else, Mr.

Congressman, and I don't mind it a bit."

Of course, Mr. Patman's implication that the chain-store

system tended to make of us a nation of "clerks" whereas the

old wholesaler-retailer system would make us "a nation of

independent owners" was as fallacious as it could be. It was a

relic of the days when the so-called "chain-store question" was
a live issue and was being debated by colleges and high-school

teams from one end of the country to the other. It was one of

the stock arguments invariably raised by the anti-chain-store

side.

The main trouble with the contention was that it applied

the term "clerks" to all chain-store employes—to the executives

* See p. 247.
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and the store managers as well as to the real clerks—which was

obviously false, and implied that all the employes of other

types of retailing were "independent owners," which was

equally false. True enough, as was shown earlier, a large per-

centage of independent stores are too small to employ even a

single clerk, but that is not true of the bigger and more suc-

cessful ones which collectively employ some 7,000,000 men
and women, the great majority of whom are "clerks" and none

of whom could be described as "independent owners." So long

as we have any large number of the kind of stores the public

wants, whether they are independently owned or chain

owned, an army of "clerks" will be needed to operate them,

but the total number of "clerks" would be no greater than

it now is even if all retail stores were owned by chains, which

is, of course, out of the question.

The only plausible basis for the "nation of clerks" argument

lies in the fact that 1,000 stores, separately owned, give us

1,000 "independent owners," whereas 1,000 stores owned by a

chain gives us only one owner. But to imply that the chain of

1,000 stores would be run exclusively by "clerks" is to ignore

the significant function performed by the 1,000 store man-
agers, not to say anything of the hundreds of higher-ranking

executives which such a chain would also require for its suc-

cessful operation.

The fact is, as this chapter has attempted to bring out, that

the chain-store manager is at least as successful, from his own
standpoint, and at least as useful, from a social and economic

standpoint, as the average independent retailer. Indeed, if it

were possible to make an accurate comparison of store man-
agers as a class with store owners as a class on the basis of

their relative ability as merchants and their social status as

individuals, the difference should easily favor the store man-
agers.

That can be said with some confidence because the ranks of

independent retailers necessarily include many who fail to

measure up to even minimum requirements. That results from
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the fact that anyone can became a retailer. You don't have to

ask anybody's permission to open a store.

Would-be storekeepers do not have to demonstrate their

ability to operate successfully. They do not have to satisfy

anyone of their character and integrity—except perhaps the

landlord and the wholesaler, neither of whom is always as

critical as he ought to be even for his own protection. The
doors are wide open to everyone—to the man with individu-

ality and to the man without it, to the man of initiative and

to the man who lacks it, to the man who seeks responsibility

and to the man who would prefer to escape it, to the strong

and self-reliant and to the weak and dependent, and ample

evidence attests that retailing attracts all kinds with the pre-

ponderance, if the truth be told, on the side of the deficient.

But store managers do not come into being so easily. Store

managers are selected by others; they cannot appoint them-

selves. Because a chain must intrust not only its property in

the shape of the store and its equipment, merchandise and

cash, but also the good-will of the enterprise to its store man-

agers, it must select them deliberately and carefully. It may be

taken for granted, therefore, that the mere fact that a man has

been selected to manage a chain store is evidence that, in the

opinion of those who are in the best position to know and

whose interests require them to decide correctly, he is quali-

fied in every respect for the job assigned to him.

Thus, if one were required to recruit hastily a group of 100

men possessing the qualities that make for good merchants

and good citizens, he could not accomplish the task in any

quicker way than by selecting the first 100 chain-store man-
agers he could lay his hands on. Would anyone undertake to

assemble as worthy a group out of the first 100 store owners he

could lay his hands on?

The possibility that a minor employe in a large organiza-

tion may be lost sight of—that his merit may go unrecognized

and others, less deserving, may pass him on the way up the

ladder—is often cited in criticism of such jobs. Whatever may



324 CHAIN STORES IN AMERICA

be the case so far as big companies in other fields are con-

cerned, the criticism has Httle basis in the chain-store field.

There the big companies make a very real effort to see that

no man who is doing a good job is overlooked, not only in fair-

ness to the man himself but in the companies' own interest.

Such a policy follows from the almost universal rule among
the chains of promotion from within. To fill vacancies in the

higher ranks as they occur, adequate personnel records are an

essential feature in chain-store administration.

Some years ago, Raymond H. Fogler, then the personnel di-

rector of the W. T. Grant Co., described in detail in Chain

Store Age^ the elaborate system that chains had developed to

keep an accurate and up-to-date record of the progress each

of its men was making.

"To every ambitious man in any chain store," he said, "the

question most frequently uppermost in his mind is undoubt-

edly 'Does the home office know about me and my work?'

"The answer should always be *Yes,' and in every case it

could be substantiated by records, which are accurate, com-

plete and up-to-date. Such records are absolutely essential if

a company in which the personnel is scattered, as in chain-

store organizations, is to be able to determine with a fair

degree of accuracy those men who, on the basis of demon-
strated qualifications, are most deserving of promotion and

those best fitted for special work."

And then he went on to describe the various forms his com-

pany was using and how the information they provided was
put to effective use. How vital to the company's progress they

were to prove in the years of extremely rapid expansion which

followed, not even Mr. Fogler, himself, could have foreseen.

But the most interesting thing about that article, which ap-

peared in August, 1925, was that its author's own case history

provides one of the outstanding examples of the opportunities

the chain-store field offers.

Graduating from the University of Maine in 1915 with a

* August, 1925.
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B.S. degree, he had taken a post-graduate course at Princeton.

There he got his M.S. two years later. Returning to the Univer-

sity of Maine in an administrative capacity, he decided, in

1919, to enter the business field. That was when he joined the

W. T. Grant Co., which was then a chain of 25 stores.

Before very long he was put in charge of the personnel de-

partment. There he developed the system described in the

article referred to. By 1925 the company had 70 stores but it

was expanding at such a rapid rate that only four years later

its stores numbered 280! As it was Mr. Fogler's responsibility,

as personnel director, to find competent men in the organiza-

tion for the many new jobs thus created, his "system" was cer-

tainly put to a most severe test.

In 1929, he was transferred to another extremely active de-

partment—real estate and construction. How active it was is

indicated by the company's further expansion from 280 stores

in 1929 to 446 in 1932.

Then something most unusual happened. Another company,

Montgomery Ward & Co., a Johnny-come-lately in the chain-

store field, was in dire trouble. Having confined itself strictly

to the mail-order business, in which field it was the second-

largest company, until 1926, that year it had decided to oper-

ate retail stores as well. Having reached that decision, it had

moved so fast that by the end of 1927 it had 36 stores in

operation. The next year it opened 208 additional stores. And,

in 1929, it added 288 more. By 1931, this chain which had

sprung from nothing in 1926, had 610 stores in operation and

that year it had shown a deficit of $8,700,000. Some 450 of

its stores were "in the red."
^

Obviously something drastic had to be done. Sewell L.

Avery, chairman of the successful U.S. Gypsum Co., was in-

vited to take over. He accepted the assignment, tough as it

looked at the time. His skilful analysis revealed quickly what

was wrong; the mail-order house had done splendidly in its

time in its own field, but when it had plunged headlong into

° The Stores and the Catalogue, Fortune, January, 1935.
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the chain-store business without either the know-how or the

manpower to direct it, trouble was inevitable.

One of the first steps to be taken was to find the best chain-

store man available to head up Ward's retail stores. The choice

finally fell upon Mr. Fogler and, though he was not exactly

available, he was just the kind of man Mr. Avery was looking

for. Naturally Mr. Fogler was reluctant to leave the company

which had given him the opportunity to learn all he knew
about chain-store operation. But the offer was so flattering and

so attractive, that Mr. Grant decided the problem for him. He
took the job.

At first his responsibility was confined entirely to the retail

stores but before very long he was made vice president in

charge of the entire operation. Then in November, 1938, after

six years of hard work, during which the company had made a

spectacular recovery, Mr. Fogler, then 46 years old, was made
president of the company, with an annual salary of $103,350.

In 1939, Mr. Fogler's first full year as president, the com-

pany rang up sales of $475,000,000, a substantial increase over

the $176,000,000 recorded in 1932, the year he had joined the

company to direct the retail stores. Throughout the entire

period, sales and profits had increased each year. Profits in

1939 amounted to $27,000,000 compared with a deficit of

$5,700,000 in 1932. That the increase in sales did not reflect

merely the general recovery from the depression is indicated

by the fact that during the same period Sears, Roebuck and
Co.'s sales increased from $275,000,000 to $617,000,000, a gain

of only 124 per cent compared with Ward's gain of 150 per

cent.

Nevertheless, despite the outstanding contribution Mr. Fo-

gler had made to Montgomery Ward & Co.'s rehabilitation and
improved operating picture, in April, 1940, he decided to re-

sign! Apparently he could no longer see eye to eye with Mr.

Avery, the chairman of the board, and rather than follow the

course which Mr. Avery favored but which he felt was un-

sound, he gave up his job.
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But that is not the end of Mr. Fogler's remarkable success

story. Within a week after the announcement of his resignation

as president of Montgomery Ward & Co., another announce-

ment made the headhnes: he had been appointed president of

another important chain. That chain was the W. T. Grant Co.,

the company which had given him his first job 21 years earHer

when, as a young man of 27, he had decided to enter the retail

field.

Thus, in the relatively short period of 21 years, Mr. Fogler

had the unique experience of attaining the topmost rung in

two of the leading chains in the country. What more evidence

is needed of the broad opportunities which this field offers to

those who measure up to them?

Of course, many men achieve great success in the chain-

store field without duplicating Mr. Fogler's exceptional double-

top. Each chain has only one president at a time, but it has

many other key executives, all of whom occupy responsible

and well-paid positions and are eligible for further promotion.

But one need look no further than the army of successful store

managers, without whom the chains could not operate, for

proof of the main theme of this chapter—that you do not have

to own a store in order to work out a successful career in re-

tailing. The chains offer an ideal training ground for all who
have retail ambitions—for those who may dream of having one

day a store or chain of their own as well as for those who, like

Mr. Shield, see the advantages of working "for somebody
else."



CHAPTER XVI

THE CHAINS TODAY—

AND TOMORROW

Where the chains stand today as an element in our

over-all distribution set-up, is clearly indicated by the Retail

Census released April 30, 1951. Although the data relate to

the year 1948, such subsequent changes as may have occurred

have been negligible. Total retail sales in 1949 amounted to

$128 billions compared v^ith the $130.5 shown for 1948 and

in 1950 they climbed to $140 billions, but Department of Com-
merce estimates of chain-store sales in those years indicate

that the ratios revealed in the 1948 Census underwent no ma-

terial change.

These figures were presented in detail in an earlier chapter,

where they were compared with the Census figures for 1929

and 1939. For our present purpose, they may be summarized as

follows:

Out of a total of approximately 1,770,000 stores, the chains

(four stores or more) today operate only 105,109, or a little

less than six per cent.

Despite this relatively low percentage of stores they account

for approximately 23 per cent of total retail sales.

Because that percentage is an over-all figure, taking in the

fields in which the chains play little or no part as well as those

in which they play a major role, it tends to obscure some
significant facts. It obscures, for instance, the fact that in the

variety-store field the chains account for 83 per cent of the

total sales, in the department-store field for 52 per cent, in

the shoe-store field for 47 per cent, in the grocery-store field

328
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for 38 per cent and in the tire-and-automotive-accessory-store

field for 33 per cent.

A question which naturally arises in this connection is: In

these fields in which the chains account for a substantial share

of the total business, to what extent, if at all, do the biggest

chains dominate the situation?

That question is pertinent because of the fear entertained

in certain quarters that "big business" in some fields has grown

too big for the common good. Is that true in the chain-store

field?

Turning first to the variety-store field in which the chains

accounted for 83 per cent of the total business in 1948, the

biggest single company is the F. W. Woolworth Company, the

pioneer in the field and its leader for 70 years. In 1948 Wool-

worth operated 1,950 stores scattered all over the country and

its sales totalled $624 millions. How did Woolworth stack up

against the rest of its field and against its less direct competi-

tors in other fields?

Woolworth's sales in 1948 represented 30 per cent of all

chain variety store sales, 24.8 per cent of the sales of the en-

tire variety field, including independents as well as chains,

but only 3.8 per cent of the sales of the general merchandise

group, of which the variety-store field is a part. Woolworth

stores were in direct competition with those of nine other

relatively big chains in the same field which, with Woolworth,

constitute what is sometimes referred to as the "Big Ten.*'

Collectively, the nine chains in question operated 2,877 stores,

compared with Woolworth's 1,950. Their combined sales were

twice as much as Woolworth's. The rest of the field consisted

of some 15,000 stores, both chain and independent, with com-

bined sales of $663 millions.

In addition to this direct competition Woolworth confronts

the competition offered by the department stores and the dry-

goods and general-merchandise stores, of which 32,000 were

in operation in 1948, and whose combined sales amounted to

$13,468 millions, and the competition in particular lines of
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merchandise offered by drug stores, apparel stores and grocery

stores.

In the Hght of these facts, the top company in the variety-

store field, 'big and successful as it is, would seem to occupy

no dominating position as far as its competitors are concerned.

On the contrary, it must keep constantly on its toes to hold its

own against numerous and aggressive competitors, both chain

and independent, who are big enough and strong enough to

give a good account of themselves. And what has been said of

the biggest company in the field applies, of course, with even

greater force to the other members of the "Big Ten" who are

also big and successful, as individual companies go, but who
are likewise in no position to throw their weight around with

impunity.

In the grocery field, in which the chains account for 38 per

cent of the grocery-store business, we have the biggest chain

and the biggest retail organization of any kind in the shape of

A&P. Its sales, which, in 1950, exceeded $3,000 millions, were

$2,837 millions in 1948, the year of the Census. What did that

mean with reference to the grocery field as a whole?

The entire food group, which comprises various kinds of

specialized food stores as well as grocery stores, consisted of

some 504,000 stores with aggregate sales of $31 bilhons. The
chains collectively accounted for 32,574, or 6.5 per cent, of the

stores in this group and for $10.5 billions, or 33.9 per cent of

the sales. The three biggest grocery chains ranked as follows,

compared with the food group as a whole:

"big three" chains in the food group

Stores

Food Group 504,439

A&P 4,950*

Safeway Stores 2,103t
Kroger Company 2,349

^Estimated.

t U.S. Stores only.

Sales

% (Millions) %
)0.0 $30,966 100.0

0.9 2,837 9.1

0.4 1,178 3.8

0.4 826 2.6
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Operating less than one per cent of the total number of food

stores and enjoying less than 10 per cent of the total retail food

sales, A&P would hardly seem to be the economic menace its

critics would like to prove it to be.

True enough, the fact that the big company enjoys less than

10 per cent of the total retail food trade does not mean that it

does not enjoy more than 10 per cent in some areas. It cer-

tainly does. Indeed, in some areas it may enjoy as much as 20

per cent of the available trade. In a relatively few cases, the

percentage may be substantially greater.

But to conclude that such a situation is necessarily bad or

against the public interest is to ignore entirely the basic

realities of retail trade—to assume that somehow a retailer

can compel people to trade with him instead of having to win

their trade by superior service.

The fact is, of course, that neither A&P nor any other retailer

controls a single dollar's worth of retail business anywhere.

Whatever share of the available business A&P enjoys, it holds

only during good behavior. With competition as extensive in

the food field as the foregoing figures prove it to be, no com-

pany is big enough to exploit the public by raising prices or

in any other way. Big business may be sufficiently entrenched

in some lines of production to disregard the public interest by
raising prices unduly, but that is not true of big business in

distribution.

Two other criticisms levelled at big business, however, are

just as applicable to distribution as they are to production.

One of them relates to the ability of big companies to use their

resources to eliminate competition, either by acquisition or

destruction. The other relates to the buying advantages which
accrue to them by reason of their large-scale purchases.

So far as the elimination of competition by acquisition is

concerned, a big company is obviously in a better financial

position to buy out a competitor than a small company would
be. Many of the leading companies in various lines of industry

have attained at least part of their present size and power by
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mergers and acquisitions. In the chain-store field, too, some

of the bigger companies have followed the same course to a

greater or lesser degree. In the late '20's, when chain-store ex-

pansion was at its peak, several of the companies which now
head the list in their respective fields accelerated their growth

via the merger process. As it happens, that was not true of the

biggest chain of all. A&P attained its major growth by the

simple process of opening additional stores of its own, as has

been related in an earlier chapter. Mergers and acquisitions

likewise played little or no part in the development of other

big chains.

In any event, the ability of big companies to become even

bigger in this way no longer presents much of a problem from

the standpoint of the public interest. For the Federal Trade

Commission is now equipped with ample power to nullify any

merger or acquisition which tends to restrain competition

unduly.^

That a big company can use its resources to drive weaker

companies out of business as well as to buy them out is, of

course, of greater concern to small business. Undoubtedly it

has been done in many lines of industry. Drastic price-cutting

and other devices have been employed for the express purpose

of eliminating competitors. In retailing, however, no such

destructive policy could achieve more than temporary success

owing to the depth of the competitive set-up. Profitless selling

cannot be maintained forever even by the biggest companies,

and to suffer operating losses for the purpose of eliminating

one competitor with the certainty that he would be replaced

by another, perhaps by a stronger one, would not make much
sense.

Conceding that the big chains have sufficient resources to

make life miserable if not unendurable for their weaker com-

petitors by drastic price-cutting, the futility of such tactics,

if nothing else, argues against such a policy. Furthermore, in

addition to the Federal anti-trust acts which prohibit all con-

* See p. 153, supra.



THE CHAINS TODAY—AND TOMORROW 333

duct in restraint of trade, many States have what are known
as "Unfair Trade" statutes aimed specifically against preda-

tory price-cutting.

True enough, one of the many charges made against A&P
some years ago in a criminal indictment for violation of the

anti-trust laws was that it had deliberately operated many of

its stores "in the red" for the purpose of driving competitors

out of business. And the same charge is repeated in a civil pro-

ceeding now pending in the courts in which the Government

is asking that A&P be dismembered into seven separate parts.

The criminal case was tried in Danville, 111., in 1945. It is

true that the evidence did indeed establish that a large num-
ber of A&P stores operated "in the red" for varying lengths of

time back in the 1930's. But the big question remained

whether they were operated "in the red" for the sinister pur-

pose of putting competitors out of businesss, as the Govern-

ment charged, or whether, as the company undertook to

prove, the losses occurred despite everything A&P did to

avert them. SuflBce it to say on that point that A&P's top

executives went on the stand and testified positively and with-

out reservation, and without impeachment, that no store was
ever operated at a loss for the purpose of putting competitors

out of business or for any purpose other than the legitimate

one of attempting to attract enough additional volume so that

it would not have to operate "in the red" any longer.^

Whether or not District Court Judge Lindley,^ who tried the

case without a jury, accepted the Government's theory that

A&P's "red ink" stores were planned that way is not too im-

portant for our present purpose. Certainly nobody with any

* See United States v. N.Y. Great Atlantic & Pacific Tea Co., 173 F. 2d 79 ( 1949),

affirming 67 F. Supp. 626 (1946). For comment on these decisions and the civil

suit filed against A&P by the Government in September, 1949, which has not yet

been tried, see "The A&P Case: A Study in AppHed Economic Theory," by M. A.

Adelman, The Quarterly Journal of Economics, Harvard University, May, 1949;

"The Great A&P Muddle," by the same author. Fortune, December, 1949; and
*'What the A&P Case Is All About," by the present author. Journal of Retailing,

New York University, Spring, 1950.
• Now Judge U.S. Circuit Court of Appeals, 7th Circuit.
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practical knowledge of merchandising can read the evidence

on that point without concluding that the only reason A&P
ever ran stores "in the red" was the same reason that any mer-

chant ever runs a store "in the red"—it could not help it.

Unquestionably a big company in any field can use its re-

sources in a variety of undesirable ways, including putting

weaker competitors out of business, but, for the reasons

already given, retailing provides a poor field in which to en-

gage in such an undertaking.

What about the tremendous purchasing power commanded
by big business in general and the big chains in particular?

Does that involve competitive advantages which are not in the

public interest?

Discounts based on quantities purchased have been a fea-

ture of American business from time immemorial. They have

been in almost universal use. The greater the purchase the

better the discount and, in effect, die lower the price. The
principle has been applied at every level—from the purchaser

of raw materials down to the consumer, who may not recog-

nize a 2-for-25-cent price as a quantity discount but enjoys it

just the same. The quantity discount, like the quality of mercy,

is "twice blessed: it blesseth him that gives and him that

takes." It tends to promote trade—the foundation of our econ-

omy—and for that reason has always been legal. It has never

been seriously questioned even by diose whose purchases may
not be big enough to earn the larger discounts available. What
is questioned are the extra price concessions big buyers may
receive from suppliers who are naturally tempted to favor

their best customers or may be afraid not to do so.

That such extra price concessions to big buyers of all kinds

were prevalent before the passage of the Robinson-Patman

Act in 1936 is not to be denied. All buyers, small as well as

big, try to buy as cheaply as possible and if loopholes in the

laws against price discrimination permitted manufacturers

and other suppliers to favor their bigger customers, such con-

cessions were inevitable.
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But, as has been pointed out in an earlier chapter, the

Robinson-Patman Act plugged the loopholes in the Clayton

Act. No longer was it legal for a manufacturer to shape his

price structure to favor the bigger buyers unduly. Discounts

based on quantity were still permitted, but only to the extent

that they reflected actual cost savings to the manufacturer or

other supplier. Price concessions masquerading as advertising

allowances were prohibited, and even legitimate advertising

allowances and special services or facilities which manufac-

turers had previously offered to favored customers were re-

quired to be offered to all customers on "proportionately equal

terms."

How did these required changes in marketing practices

affect the chains? Because of their relatively large buying

power and the desirability of their business in other respects,

the chains had undoubtedly benefited by the more flexible

system which had previously prevailed. Indeed, according to

some of their critics, their phenomenal growth and success

could be attributed largely to the special discounts and allow-

ances which were available prior to the Robinson-Patman Act.

The fact is, however, that the chains were never dependent

upon such special allowances. That is clearly indicated by
what has happened since they were outlawed. After all, the

Robinson-Patman Act has now been in effect for more than

fifteen years, and yet the chains have maintained their com-

petitive position and operated profitably throughout that en-

tire period without the benefit of the banned allowances which

are supposed to have meant so much to them.

The truth of the matter is that these allowances which

ended with the Robinson-Patman Act were never important

enough to signify competitively. The real advantages which

the chains enjoyed and which alone accounted for their growth

and success were inherent in their system and were not af-

fected by the Act in question. These advantages have been

discussed in detail in earlier chapters, but fundamentally they

all stem from the operation of more than a single store.
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On that basic principle the chain-store system grew to its

present size and importance and produced thousands of suc-

cessful companies. Among them today are more than a score

with sales in excess of $100 millions a year, with four of them

already in the billion-dollar a year category and others headed

in that direction.

That companies of this magnitude belong in the category of

'*big business' —whatever that term may connote to those who
use it—can hardly be doubted. But whatever the term may
connote to others, in the author's view, when a retail company,

whether chain or independent, achieves "big business" status

it can mean only one thing—outstanding merit.

For when the public chooses to spend millions of dollars a

year in the stores of a single company in the face of the

keen competition provided by other stores and other claimants

for the consumer dollar, the public is saying to that company

in the most convincing way: "We like your stores, we like your

wares, we like your service and we like your prices." Here is

no case of a monopoly situation which the public must accept

or go without. Here, on the contrary, is the result of the free

exercise of the public's selection from a wide range of alterna-

tive choices.

What has been said here of the biggest companies in the

chain-store field applies equally to all chains which are oper-

ating successfully, whether they have achieved "big business"

stature or not. The mere fact that they are operating a group of

retail stores successfully—that they are not only selling a lot

of merchandise but are selling it profitably—is evidence that

they are rendering a useful service under our economic sys-

tem. In such a competitive field as retailing, every company,

large or small, which operates profitably merits the plaudits of

a nation in which profits and competition are the two vital ele-

ments of its economy.

No useful purpose would be served by listing all the chains

whose success indicates that they have merited public favor,

even if it were practicable to do so. A clear indication of the
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important part the chain-store system has come to play in our

retail distribution set-up is to be seen, however, in a list of the

"100 Largest U.S. Retail Organizations, Based upon Reported

Sales for 1950 Calendar or Nearest Fiscal Year," compiled by

the National City Bank of New York and published in its

Monthly Letter on Economic Conditions and Government

Finance, October, 1951. For of the 100 companies listed no less

than 85 are chains, and several of the others also own groups

of retail stores even if they do not operate them along chain-

store lines. Furthermore, of the $20.3 billions of sales done by

these 100 companies in 1950, some $19 billions, or 95 per cent,

were done by the 85 chain-store companies.

The list in question is presented in Table 12, although the

companies have been regrouped and rearranged. It should be

noted also that the list is confined to retail companies whose

sales are "reported." For that reason, it fails to include a num-

ber of successful chains whose sales undoubtedly exceed $28,-

000,000 a year—the minimum covered in the Hst—but whose

figures are not made public.

If these observations are sound, the question raised earlier

as to whether some of the chains may have grown too big for

the common good would seem to be answered definitely in the

negative.

The chains owe the favorable position they occupy today

to many factors. Among the most important, however, are ( 1

)

the underlying merit of the system itself; (2) the caliber of

the men who have become chain-store operators; and (3) the

effectiveness of their trade associations.

As to the merits of the system itself, they have already been

covered at length in earlier chapters. Suffice it to say here that

if the economic history of the past 50 years has established

anything, it is that the chain-store system provides a legiti-

mate, effective type of low-cost distribution, which is one of

the things most needed if our vast facilities for mass produc-

tion are to be effectively employed for the common good.

That basic fact, long conceded by virtually all economists



Table 12

100 LARGEST U. S. RETAIL ORGANIZATIONS
Based Upon 1950 Reported Sales

(Compiled by The National City Bank of New York)*

SAT.KS

FOOD STORE COMPANIES (millions)

Great A&P Tea Co. $3,180
Safeway Stores 1,101

Kroger Company 861
American Stores Co. 470
First National Stores 372
National Tea Co. 315
Food Fair Stores 206
Jewel Tea Co. 189
Colonial Stores 179
Grand Union Co. 161
Winn & Lovett Groc. Co. 113
H. C. Bohack Co. 99
Red Owl Stores 78
Fisher Bros. Co. 69
Albers Super Markets 57

J. Weingarten, Inc. 52
Stop and Shop (Mass.) 50
Dixie-Home Stores 45
Fitzsimmons Stores 35
Lucky Stores 33
Thorofare Markets 33
Market Basket (Cal.) 28

VARIETY STORE COMPANIES

F. W. Woolworth Co. 632
S. S. Kresge Co. 295
W. T. Grant Co. 251
S. H. Kress & Co. 163
G. C. Murphy Co. 151

J. J. Newberry Co. 146
H. L. Green Co. 102
McCrory Stores Corp. 99
Neisner Brothers 59
McLellan Stores Co. 57

DRUG STORE COMPANIES

Walgreen Co. 163
Rexall Drug, Inc. 154
United Cigar-Whelan Stores 74
Peoples Drug Stores 48
Thrifty Drug Stores 46
Katz Drug Co. 32

SHOE STORE COMPANIES

Melville Shoe Corporation 77
Edison Bros. Stores 74
Shoe Corp. of America 49
A. S. Beck Shoe Corp. 43
G. R. Kinney Co. 37

MATT, ORDER COMPANIES

Sears, Roebuck & Co. 2,561
Montgomery Ward & Co. 1,170
Spiegel, Inc. 144
Aldens, Inc.

National Bellas Hess 32

SALES
(millions)

department, specialty, apparel
AND miscellaneous STORE
companies

J. C. Penney Co. $950
Allied Stores Corp. 440
May Dept. Stores 417
Federated Dept. Stores 889
R. H. Macy & Co. 821
Gimbel Bros. 291
Marshall Field & Co. 223
City Stores Co. 208
Western Auto Supply Co. (Mo.) 156
Assoc. Dry Goods Corp. 148
Lemer Stores Corp. 126
Mercantile Stores Co. 125
Founders, Inc. 123
Bullock's Inc. 112
Goldblatt Bros. 95
Broadway-Hale Stores 92
Grayson-Robinson Stores 85
Hecht Company 85
National Dept. Stores 81
Bond Stores 76
Carson Pirie Scott & Co. 72
Interstate Dept. Stores 66
Emporium-Capwell Co. 65
Wieboldt Stores 60
Joseph Home Co. 58
Scruggs-Vandervoort-Bamey 55
Rich's Inc. 52
Lane Bryant Inc. 50
Stix, Baer, & Fuller Co. 48
Halle Bros. Co. 42
Meier & Frank Co. 42
Ohrbach's 42
Ed. Schuster & Co. 42
Davidson Bros. 40
Younker Brothers 39
Woodward & Lothrop 88
Best & Co. 86
Richman Bros. Co. 36
The Fair 35
Mandel Brothers 84
Rike-Kumler Co. 84
Barker Bros. Corp. 82
Higbee Company 82
Western Dept. Stores 82
Miller-Wohl Co. 81
Davega Stores Corp. 80
Hoving Corp. 80
Kobacker Stores 80
Consol. Retail Stores 29
Burdine's 28
Howard Stores Corp. 28
Thalheimer Bros. 28

* Compiler notes that in certain cases the sales totals given includes some whole-

sale as well as retail business. Furthermore, the list excludes several of the larger

organizations which do not publish sales figures.
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and marketing authorities, must undoubtedly be given the

major credit for the final triumph of the chains over those who
used every available means to check their progress, if not to

destroy them altogether. As has already been related, organ-

ized opposition to the chains came to an inglorious end in

1940, with the public hearing on Patman's "Death Sentence"

bill. Overwhelming evidence presented then by disinterested

witnesses of high standing laid bare the false basis upon which
the anti-chain-store case had always rested.

But no system, whatever its merits, can establish itself. Cer-

tainly the chain-store system might never have reached its

present status but for the caliber of the men connected with it.

That chain-store operators, generally speaking, are diiBFerent

in some respects from the general run of retail merchants is

more or less obvious. In the first place, the fact that they were

able to open a second store indicates that their first ventures

had been more or less successful, which, unfortunately, has not

been universally true of retail merchants. On the contrary, the

great majority of retail stores, the Census figures show, develop

barely enough volume to sustain them, let alone to provide

the means for expansion.

In the second place, the decision to open a second store,

which every chain-store operator has had to make, indicates

a degree of ambition, vision and courage which relatively few

single-store merchants possess.

Finally, the success achieved by the men who did not stop

with a second store but went on to develop the chains which

make up the system as it is today is perhaps the best proof of

their special qualifications as merchants and as organizers.

But successful as many of the chains proved to be they

realized eventually that tihey could go only so far acting in-

dividually. For their common protection and for the develop-

ment of their system in the public interest they needed the

additional strength and stimulation to be gained by mutual

cooperation through trade associations.

How the first national association was organized by the
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chains in 1928 and functioned effectively until 1933, when the

coming of the New Deal and NRA called for individual asso-

ciations in each field, has already been related. If the chains

have nothing else to thank the New Deal for they may at least

be grateful for the trade associations which came into being as

a result of it.

Four of the most influential have been the National Associa-

tion of Food Chains, the Limited Price Variety Stores Asso-

ciation, the National Association of Chain Drug Stores and the

Institute of Distribution.

Almost continuously since 1933 business has had to operate

under Governmental controls and regulations imposed to help

us fight successively the depression. World War II, postwar in-

flation, the cold war in Europe and the hot war in Korea.

Under these conditions the chains, in common with most other

business enterprises, were compelled to lean heavily on their

own trade associations for guidance, information, official con-

tacts, representation on industry committees cooperating with

the Government, and as a medium for the exchange of ideas on

current problems and operating policies. How indeed any

chain could have operated within the law, with all its com-

plexities, during these difficult years without the benefit of

such information and help as these associations were equipped

to furnish would be hard to conceive.

The chains were particularly fortunate in their choice of

executives to direct the activities of their associations. Al-

though the members themselves natmrally had to make the

final decisions on most of the important questions which arose,

they were aided materially in arriving at them by the experi-

ence, ability and energy of their association directors.

John A. Logan, president of the National Association of

Food Chains, has directed its activities since it was organized,

March 7, 1934. It was under his leadership that the far-reach-

ing farm-relief program, which has already been described,

was initiated in 1936. Without attempting even to list the

many other important achievements of this Association under
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Mr. Logan's direction during the past eighteen years, suffice

it to say that it is generally regarded as one of the most effec-

tive organizations in the entire field of trade associations.

The variety chains were equally fortunate when they

secured Dr. Paul H. Nystrom to head up the activities of the

Limited Price Variety Stores Association, which was organized

in the summer of 1933. As one of the outstanding authorities

on marketing in general and retailing in particular, serving as

professor of marketing at Columbia University since 1926, Dr.

Nystrom commanded universal respect in trade and Govern-

mental circles as well as in the academic field. As the spokes-

man for the entire variety-store trade, independents as well

as chains comprising the membership of his association, he has

been particularly effective in clarifying the special problems

confronting his field. On the other hand, his broad experience

and sound judgment have been invaluable to his members in

helping them to formulate their own poUcies, both individual

and collective.

Fred Griffiths, president of the Pennsylvania Drug Stores,

served as executive secretary of the National Association of

Chain Drug Stores from the date of its organization in 1933

until his death in 1949. His long experience in the chain-

drug field as a top executive gave him a practical approach

to the problems which faced the drug chains as a group

which few men outside of the field could have equalled. To
this was added a personality which made him particularly

effective as a trade-association executive. His own experience

as a retail druggist having convinced him of the need for

price-maintenance legislation, Mr. Griffiths was an ardent ad-

vocate of the Fair Trade laws which some of the States had

already passed and others were considering when his associa-

tion was organized. As most of the other drug-chain operators

felt the same way about it as he did, Mr. Griffiths was able to

offer the full cooperation of his organization to the National

Association of Retail Druggists, which was the principal pro-

ponent of such legislation. With the chains thus joining forces



342 CHAIN STORES IN AMERICA

with the independent druggists in the effort to end price-

cutting on standard drug products, the main grievance the in-

dependents had entertained against the chains for so many
years was ehminated.

Before many more years were to elapse, Mr. Griffiths had

the gratification of seeing Fair Trade laws in effect in 45 States

and enjoying Federal sanction as well through the passage of

the Miller-Tydings Act in 1937. From then on and until his

death, Mr. Griffiths' main concern was to protect Fair Trade

against the attacks of those who were opposed to it, including

the Federal Trade Commission and the Department of Justice.

When, in 1947, Fair Trade was being blamed in some quarters

as one of the factors responsible for high prices, he lost no time

in launching a survey to establish the facts. The resulting

study* revealed that whereas the cost of living between 1939

and 1947 had increased some 60 per cent, the prices of more

than 7,000 Fair-Traded drug and cosmetic items had in-

creased only 3 per cent. The only conclusion to be drawn from

that showing was that instead of being responsible for rising

prices. Fair Trade had exercised a definite stabilizing effect,

which was absent in the case of items which were not Fair-

Traded.

Effective as this study was to establish the economic facts

about Fair Trade, it carried no weight, of course, with the U.S.

Supreme Court several years later when the scope of the vital

Miller-Tydings Act was successfully challenged on legal

rather than economic grounds.*^

The shoe chains, the apparel chains and the mail-order

chains have likewise maintained their separate trade associa-

tions to help them meet their special trade problems as they

arose.

The Institute of Distribution serves a different purpose of

a more general nature. It was founded in 1935 by a group of

important chains outside of the food field for the purpose

* Chain Store Age, Druggist Edition, October, 1947.

•Calvert Distiller's Corp. v. Schwegmann, 341 U.S. 384 (1951).
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of carrying on the educational work and public relation activi-

ties which the National Chain Store Association had begun

prior to its dissolution in 1933. One of its most constructive

activities was the development of the regional and State Chain

Store Councils which have been described in an earlier chap-

ter. Another important purpose it serves is to provide its mem-
ber companies with statistical and other data relating to distri-

bution and to keep them advised of the introduction and

progress of legislative proposals affecting retailers in general

and chain stores in particular. This work has been carried on

effectively right from the start under the direction of Mrs.

Gladys M. Kieman.

What of the future? Have the chains gone about as far as

they are destined to go in the fields in which they have made
their greatest progress? Or is the evidence of their maturity re-

vealed in the history of the last twenty years to be taken at less

than its face value—as evidence only of a temporary slow-

down in a movement which may be later resumed?

So far as the over-all retail picture is concerned, the chain-

store ratio, as to both stores and sales, is likely, in the author's

opinion, to increase in the years ahead. The gains, however,

are likely to be both gradual and slight. They will come from

the natural growth of the smaller chains and the entry of new-

comers rather than from any substantial expansion on the part

of the big companies.

This conclusion is based primarily on the basic merits of

the chain-store system as they have been reviewed in these

pages—on the fundamental fact that operating more than one

store offers greater opportunity than operating only one. That

principle will continue to encourage single-store operators in

all fields to open a second store as long as ambition and vision

are to be found among retail merchants, and the success of

such ventures will encourage still further expansion. Small

chains are unlikely to remain small if and when the oppor-

tunity arrives for further expansion.

So far as the bigger chains are concerned, they too may be
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expected to expand if only to keep pace with population

growth or to meet the need in new shopping centers and ex-

panding communities for the kind of stores the chains operate.

But such normal expansion will not tend to change present

chain-store ratios in the general sales picture in any appre-

ciable degree.

Several factors argue against a resumption of chain-store

expansion on anything like the scale which marked their de-

velopment between 1920 and 1930. In the first place, the need

which then existed for the kind of stores the chains were in-

troducing has to a large extent been met by the chains them-

selves and their more progressive competitors. To open more
stores in areas already adequately served would involve risks

which well-managed chains are unlikely to take. In the sec-

ond place, the trend towards bigger stores in many fields, par-

ticularly in the food field, has eliminated the need for as many
stores as were formerly necessary to achieve great volume.

One supermarket doing $20,000 a week now produces as much
business as twenty stores of the type which prevailed twenty

years ago. The same is true, in greater or lesser degree, of

modem stores in other fields. Finally, most of the companies

which participated in the expansion race of the late '20's are

big enough today to satisfy the reasonable expectations of

their owners. In any event, the law of diminishing returns, the

growing tax biurden with its serious depletion of working

capital, and rising operating costs would combine to dis-

courage further expansion on a large scale even if it were
otherwise feasible.

In the years which lie ahead, the task of the chains will be
to maintain the favorable position they now hold. In the ab-

sence of some new and superior form of retail distribution

which is not now in sight that should not be too diflScult. All

that would seem to be required is a continuation of the sound
and constructive policies which have earned for the chains

widespread recognition as outstanding merchants and good
citizens.
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So long as the public retains its present freedom to patronize

the stores of its choice, and so long as the chains retain their

present right to operate the kind of stores the public likes best,

the future of the chains would seem to be secure.
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